STATE OF CALI FORNI A
ENERGY RESOURCES CONSERVATI ON
AND DEVELOPMENT COMM SSI ON

In the Matter of:
Docket No. 96- RDD- 1890

| mpl ement ati on of Restructuring
Legislation (Public Utilities
Code § 381, [AB 1890]): RD&D

N N N N N’

COWM TTEE HEARI NG
RE: RD&D STRATEGH C PLAN REPORT

Thur sday
April 17, 1997
10: 08 A. M

1516 Ninth Street
Sacranmento, California
Heari ng Room A

REPORTED BY: S. RICE, CER 00160



COMM SSI ONERS PRESENT

DAVI D AL ROHY, Presiding Menber

RCBERT A. LAURI E
JANANNE SHARPLESS

Davi d Abel son

M ke DeAngelis
Bob Eller, Advisor
Ronal d Kukul ka

Tom Tant on, Advi sor

STAFF _PRESENT
(Al phabetical ly Listed)




ALSO PRESENT
(Al phabetical ly Listed)

Lee Ann Alio, Southern California Edison

Larry L. Berg, Larry Berg & Associ ates

Mar k Ber man, Davis Energy G oup

David A Berokoff, Southern California Gas Conpany
Kenneth R Broone, Power Weel Corporation
Roderick A Canpbell, The Transl ex G oup

Harvey L. Canter, SAIC

Sheryl Carter, Natural Resources Defense Council
Davi d Duchane, Los Al anbs National Laboratory
Ronal d B. Edel stein, Gas Research Institute

Ri ch Ferguson, Center for Energy Efficiency
Vincent B. Fiore, Gas Research Institute

Wayne R CGoul d, Southern California Edison

John CQuar dal abene, Pacific Gas and El ectric

George A Hay, II1l, Collaborative Advanced Gas Turbine, UC
Ted H Heath, Southern California Edison

Roger H Il, Sandia National Laboratories

Robert L. Judd, Cal-Tech Managenent Associ ation
Kurt Kammerer, San D ego Gas and El ectric
Steven Kelly, IEP

Daniel E. Kincaid, Gas Research Institute

Betsy L. Krieg, Pacific Gas and El ectric Conpany



ALSO PRESENT
(Conti nued)

H M “Hank” Lei bow tz, Exergy, Inc.

Al an Lindstrom Pacific Gas and El ectric

Gl bert R Marguth, Jr., Sandia National Laboratories
Gary Matteson, University of California

David Modisette, University of California

W1 liam Nadaul d, Exergy, Inc.

Thomas D. O Connor, Southern California Edison

Alvin S. Pak, Electric Power Research Institute

Al an D. Pasternak, Lawence Livernore National Laboratory
Neil R Raskin, CeraFilter Systens

Ted R eger, California Energy Markets

El ai ne Russell, Resource Insights

Max Sherman, Law ence Berkel ey Laboratory

Frank Spasaro, Southern California Gas Conpany, California Uility
Resear ch Counci

Stanley S. Sussman, EPR

Theodore T. Tsotsis, University of Southern California
Steven R Vosen, Sandia National Laboratories

Tony Wetzel, Thermal ECQ ek Corporation

Li sa Yamanot o, Los Angel es Departnent of Water and Power



I NDEX

Wel come by the RD&D Committee e |
Vice Chair Rohy . . . . . 1
| nt roduction by Energy Comm ssion Staff . . . . . . . b
Sunmary of the Advisory G oup process
Sunmary of the draft Advisory Goup Strategic Plan
M ke DeAngelis . . . . . . b5
Coments by Advisory Group Menbers . . . . . . . . . . 20
Al Pak . . Coe 20
St anl ey Sussnman . .. 25
Ronal d B. Edelstein . . 32
Neil Raskin . . . . . . 41
Frank Spasaro . . . . . 47
Betsy Krieg . . . . . . 65
Robert L. Judd . . . . . 80
Mark Berman . . Coe 89
Thomas D. O Connor . . . 97
Sheryl Carter . . . . . 113
Hank Leibowtz . . . . . 126
Ken Broone . . . . . . . 130
CGeorge Hay . . . . . . 135
David Modisette . . . . 140
John Guardal abene . . . 152
Kurt Kanmerer . . . . . 155
Rich Ferguson . . . . . 158
Max Sherman . . . . . . 166
Cl osi ng Remar ks . 40
Vice Chair Rohy . . . . 170
Adj our nnment 4

Reporter Certificate e g



PROCEEDINGS

PRESIDING COMMISSIONER ROHY: CGood norning, |adies and
gentl eren and wel come to the Energy Conm ssion’s Hearing on Public
Interest RD&D. The purpose of today’ s hearing is to discuss the
strategic plan report on inplenmenting the RD& provisions of AB
1890.

Before we begin, 1'd like to introduce the people on the
dais. To ny right is Conm ssioner Jan Sharpless. | believe
Conmm ssioner Bob Laurie will be joining us in a few nonents. And
to ny left ny advisors Tom Tanton and Bob Eller.

For nost of you here in the room | don’t have to explain the
process of how the report that we’'re here to discuss today was
generated, but for the record I will briefly recap the events that
led to today.

AB 1890, the electric industry restructuring bill, passed in
August of |ast year and was signed by the governor in Septenber of
|ast year. It provided for public interest RD& paid for by a
publ i c goods surcharge on electricity purchased by custoners of
the three investor owned utilities.

At an En Banc Hearing on Cctober 16, 1996, the California
Energy Comm ssion determ ned that a plan would be devel oped for
i npl ementing the public interest RD& provisions of AB 1890. 1In
that plan the CEC woul d provide input to the |egislature regarding
the appropriate adm nistrative and expenditure criteria for this

program The CEC then assigned these matters to its RD&D



Committee with the directions to first conduct collaborative
public hearings and wor kshops on these topics, and, second, to
prepare a proposed RD& plan for the full Conm ssion consideration
and adoption by md 1997.

Seens like a long tinme ago, doesn’t it, when you started.

Two public hearings and seven public workshops have been held
since then to formul ate and di scuss the plan that we are here to
di scuss today. One only has to ook at the lengthy Iist of
prom nent organi zations and individuals that not only partici pated
inthis work, but then lent their names to the final product as
sponsors of the strategic plan report to know that the State of
California received substantial public input. | believe there's
70 signators to this report that we have here today.

The Conmmi ttee has heard of the struggles, the conprom ses,
sonetines the less than fun parts of what you fol ks went through
but were all necessary to get to where you are today.

At | east one objective in this report was published with four
options so that the Conmttee had a choice. So we understand the
struggl es that you went through to reach consensus.

It is ny plan to hear the nmenbers of the working group today,
starting with Staff, and then to ask questions about the report
fromthe Conm ssioners, and then to allow nenbers of the public to
comment on the report. That nmay agree with the agenda that’s
publ i shed or may not, but the agenda will prevail.

Subsequent to this hearing the RD& Commttee will prepare a
draft commttee report for conmment with full Comm ssion hearing

for final adoption at the appropriate tinme. | think we’ ve net the



original schedul e deadlines that we set |ast fall

Qur next task then is to devel op the | anguage for the
| egislature for admnistrative and expendi ture guidelines. M.
DeAngelis will discuss this in his presentation today.

Fol | owi ng our submttal of that |anguage, you |l begin work
i nmedi ately on the inplenentation plan necessary to have a
functioni ng program by January 1, 1998.

M. Mke DeAngelis of the RD& Staff, and M. Tom Tanton from
ny office will be working with the RD& Committee to assure that
all plans are nmade and inplenented in a tinely fashion. And in
many cases M. Tanton will represent ne in neetings with you on
several of these topics.

Bef ore we begin the hearing today, though, | have one thing
that | nmust do for all of you is thank each and every one of you
who contributed to this plan. It was hard work. You contri buted
hours and days over a protracted period of nonths. Probably nore
than | have seen since |I’'ve been at the Comm ssion for a single
report.

It was truly a lot of effort over a protracted period of
time. And | know that took the tine out of your busy schedul es,
and fromny point of view and for the Comm ssion | want to thank
all of you for the work that you did and for comng to a consensus
report in a tinely fashion.

And I’'ll thank Staff, especially M. Mchael DeAngelis, who
sonebody told nme was given the title “herder of the cats”; is that
the title | heard? But everyone |’ve talked to on the working

group side said you did a great job in keeping the group together



so l’'d like to thank you especially for that. And the rest of
Staff who contributed to all these efforts.

Any comments, Commi ssi oner Sharpl ess?

COMMISSIONER SHARPLESS: Yes, | guess just very briefly.

|”ve not been as involved in this activity, although through
the Electricity Report proceedings for the 1996 Report and
obvi ously through the comments that we’ve been making at the CPUC
al | Comm ssioners have in some way or another been involved in the
RD&D efforts, and | ook forward to hearing what’s di scussed today
so that | can appreciate perhaps nore than what | read in the
docunents sone of the flavor of what the issues are that we are
faci ng.

| know we have a rather nonunental task ahead. | think Dave
has al ready indicated that many peopl e have been struggling with
t hese issues. And, again, I'd like to recognize the Staff, Dave
Abel son and M ke DeAngelis, for the yeoman work, and others, who
|"mless famliar with, but I know they’ ve been invol ved.

|’d only like to also point out that in addition to being
involved in the ER 96 Electricity Report, ‘96 proceedi ngs that
have been dealing with a nultiple of issues, |I’'ve also been
sitting on the Renewabl es Commttee and dealing wth the energy
efficiency issues. And RD& often and constantly conmes up in
t hose proceedings as well, so | have an interest about how these
i ssues are going to be integrated and tied together.

Qoviously they are, and | think at sone point in tine as we
deal with the issues that we have before us we will begin to talk

nore about the |inkages that these prograns have one with the



ot her .

And 1'd just like to thank Conm ssioner Rohy as the one and
only presiding nenber at this point on the RD& Committee for his
yeoperson job as the Comm ssioner for all of the efforts that |
know personally he’s done in this area. And so | |ook forward to
t he di scussion today, Dave. Thank you.

PRESIDING COMMISSIONER ROHY: Thank you

M. DeAngelis, would you |ike to begin on the agenda with
sunmary of the advi sory group process.

MR. DeANGELIS: Yes. Commi ssioners, thank you very much
for those earlier comments. | appreciate themvery nuch.

The process that we went through | think was a difficult
process for all of us, but the credit belongs to those that
participated in the process. W had to address a nunber of very
difficult issues. And | think probably about a nonth before we
finished the report it didn't ook Iike we were going to finish
the report, but we did. And | think that all of us deserve a | ot
of credit for participating in that, for understandi ng where the
difficult issues were and not running away fromthem and actually
trying to address them And | think we did do that in a
col | aborative way which is what our goal was.

What |1'd |ike to do is to spend sone tine, | have a few
over heads, and cover a little bit of background information, and
then spend tine actually going through the report itself
summari zing it, and where | expect to conclude is really with a
schedul e for inplenentation of the program

The first overhead that | have up there is really to state



that AB 1890 RD&D provisions really required three najor

acconpli shnents before it could be inplenented in 1998. (One of
the first major decisions that was needed was a decision by the
Public Wilities Comm ssion on the split of $62-and-a-half mllion
for overall public interest RD& and for public interest T& R&D

On February 5th the Public Wilities Comm ssion did nmake the
deci sion and provided $61.8 mllion to the California Energy
Conmi ssion for overall public interest RD&D

The second major activity that was necessary to inplenent the
R&D provi sions of AB 1890 was for the Energy Commission to really
devel op and inplenment this new public interest RD& program And
that is what this hearing is all about, and that is what nmuch of
t he wor kshops that were held and hearings that have been held in
t he past nunber of nonths.

Athird very inportant activity also that is in AB 1890, is
that the | egislature needs to provide adm nistration and
expenditure criteria before the Comm ssion can inplenent this
public interest RD& program And that’s the third activity, and
that is an activity which the RD& wor ki ng group has provi ded
i nput to.

And | think | would like to nention for everyone who is here
that there is a draft piece of |egislation which has been drafted
internally here at the Conmm ssion which everyone in the audi ence
shoul d pick up a copy of and read because it is the our current
draft input to the legislature for adm nistrati on and expenditure
criteria.

The next transparency.



|"d Iike to cover the process a little bit. If we include a
m d- Cct ober overall AB 1890 hearing that was held which included
R&D as part of the agenda, there’ s been three Conmm ssion hearings
related to this topic, to date this will be the fourth. After the
second, the first full hearing which was in Decenber, there was a
charter really given to Staff, and that was to collaborate with
st akehol ders and try to produce two products.

And the products would be to provide input on the
adm ni stration and expenditure criteria; and, secondly, to also
work to help develop a California public interest RD& pl an
col l aboratively.

So that was the charter given to us in Decenber, and |'m
pl eased to say that we have net that charter conpletely.

There have been over 70 organi zations and attendees in these
wor kshops that we have hel d since Decenber. W’ ve had seven ful
wor kshops. There have been conference calls that have been hel d
in between the workshops to get the work done.

And if | were to categorize the organizations who attended
t hese workshops, | would put theminto several categories,

i ncluding major RD&D institutions inside and outside the State of
California, private RD& firns who are invol ved in doi ng RD&D
there are public interest groups including environnental groups
and sci ence base groups that have been invol ved, and our
California investor owed utilities were actively involved, as
were at least two nmunicipal utilities and a variety of governnent
agencies, local, regional, state and federal governnent agencies,

have had sone invol venment in the process.



Next slide.

Qur acconplishnments to date is that we did spend tine; people
were very frank. | think I told everyone at the begi nning of
these neetings that for this to work everyone had to put their
stake in the ground and state their opinions and their views for
this to work out properly. And as the workshops proceeded what we
found out is that there was no problemw th stakehol ders in
putting their stake into the ground. They clearly did.

There were a nunber of issues. | wll not go through all of
the issues here in the presentation. An exanple of one of the
i ssues was very clearly the need for admnistrative streamining
to properly inplenent this program particularly related to the
cost and overhead associated with contracting for RD&D

Agai n, one of our charter was to provide input to the
adm ni stration and expenditure criteria. This was done | think
nmore formally in the February 5th hearing that the RD& Comm ttee
held. Primarily the input at that tinme were the m ssion and goal s
which | reviewed at the February 5th hearing.

The group al so did conplete the collaborative strategic |eve
plan. W’ ve called the group the Public Interest RD&D Advi sory
Goup. And really the plan is conprised of four, | think, major
areas which 1’|l cover a little bit in the subsequent slides. And
they are the m ssion objectives, the RD& focus areas, which a
whol e chapter was devoted to, how projects are sel ected, and then
al so governance and adm ni strati on.

| covered the m ssion and objectives at the February 5

hearing so | won’t spend a lot of tine on the m ssion and



obj ectives. But what you see before you here is really the
unbrella mssion of the AB 1890 public interest RD& program W
wor ked and agreed col |l aboratively that we would not restate the
m ssion in the objectives because it applied to everything in the
programand all of the objectives in the programsince it is the
unbrel l a m ssion.

As you can see fromthis that the m ssion does include,
there’s really two sentences as a part of the mssion, it includes
the definition of public interest RD& that is in the |egislation
That is to advance science or technol ogy not adequately provided
by conpetitive and regul ated markets. And it also includes a
broad statenment that the RD& through this programis to inprove
the quality of life of California citizen by providing
environnental |y sound, safe, reliable and affordabl e energy.

Next slide.

Agai n, the next slide shows four objectives. These are
really objectives that relate to programcontent. And while the
| ast three objectives nore relate to the governing and
adm nistration of the programitself, the first objective
probably shoul d di scuss a bit because it did change from February.

As | nmentioned in the February briefing one of the nore
significant issues was the definition of energy efficiency as a
focus area. That discussion continued after February, and the
group col |l aboratively pulled together and decided to add a focus
area. The focus area that was added was environnentally preferred
advanced generation, and to clarify that the energy efficiency

focus area was an end use energy efficiency focus area. So we now



have four focus areas.

The only other objective that | would want to nmention in this
group in order to not be redundant with the February presentation
is again the fourth objective, which | think, Comm ssioner Rohy,
you alluded to a little bit earlier and said that there’ s options
there, so that’s really up to the Commttee and the Comm ssion as
to which one to select or what variation of those three that the
Conmi ttee chooses to select as an objective.

The next transparency.

These are the three governing and adm ni strati on objectives.
And | really won't cover those in any detail because they haven't
changed since February. These are the sane three objectives that
were there before.

So the next transparency.

It’'s probably worth a little bit of tinme to talk about the
focus areas a bit nore. This really the nost contentious area of
di scussion, | believe, in the RD& worki ng group was where the
enphasi s should be in the funding of RD&. And these are the
f ocus areas.

W had extensive discussions on this topic. W devoted a
chapter to the report discussing the focus areas, and each focus
area is discussed in the report with a definition statenent and
al so what the issues are generically that the RD& shoul d address
in each focus area.

And there were sone objectives also stated for each focus
area. And the objectives always referred to at | east three areas.

One an objective related to hardware R&D, an objective related to



i nformati on and anal ysis R&D, and an objective related to
coordination with other R&D that is going on. So in all cases
there were objectives in those areas for each focus area.

The renewabl e energy focus area very clearly defined solar,
geot hermal , bi omass, water and w nd.

The end use energy efficiency focus area is really addressing
two types of RD&D. RD&D that woul d i nprove the, woul d address by
reduci ng the energy input required by device or system per unit of
out put; or secondly, to do R& whi ch woul d conserve energy by
reduci ng demand. That's really how we defined end use energy
efficiency.

The third area’s the environnentally preferred advanced
generation area, the new area that was added. This is really to
devel op efficient electricity generation technol ogi es using clean
fuels. It includes advanced generation, electricity generation
cycles, fuel cells, the next generation gas turbines are al
included in this particul ar category.

The fourth category is environnental research. | think very
clearly energy production, delivery and use does affect the
quality of our air, land and water. The research here will help
understand t hese environnental effects and al so how to best
address these environnental effects.

Finally I think the advisory group recogni zed that four focus
areas was not enough, and that there was a strategi c energy
research area that was defined. This was not -- this was defined
as a category and not necessarily as a focus area. And this is

RD&D whi ch cuts across the focus areas. It could be RD& t hat



provi des order of magnitudes, advances to technol ogies or to
i nf ormati on.

Exanpl e of strategic energy R& woul d be systens rel ated
projects, such as distributed generation, which, when
appropriately placed after the technol ogy is devel oped, can
i nprove systemreliability. That's an exanple of strategi c energy
resear ch.

Next slide.

An area of discussion also with the group and included in the
pl an concerns RD&D projects selection. And | believe that it was
unani mous fromthe group that it be a nerit base sel ection
process.

The first screen is clearly an eligibility screen, and what
should be used in the eligibility screen is really the statutory
definition. Once again, advancing science or technol ogy not
adequately provided by conpetitive and regul ated narkets. And,
al so, the mssion objectives. So all projects should be
consi stent with the m ssion objectives.

The group did discuss and included in the report specific
criteria that could be used by an expert know edgeabl e group of
reviewers to evaluate and rank projects. Again defining what
nmerit base neans.

W included six different categories of criteria. And
there’s a narrative which you could break out nore specific
criteria under them but the public benefits area di scusses
i mprovenents in environmental quality fromthe technol ogy that

coul d be devel oped for the RD&D, eval uating whether it uses



i ndi genous energy resources or not, whether they re cost savings
to ratepayers and other public benefits, the quality of the
research proposal itself. Thisis if it’s technology base.

Does it appropriately address the key technol ogy barriers
with that technol ogy? Does it unnecessarily duplicate other
research that has gone on? |Is there a vision for bringing this
technology to market in the research by the researchers? Evaluate
the cost sharing provided in the proposal? |s the budget adequate
to get the work done? |Is the time schedul e adequate to get the
wor k done? All of those sort of sub-criteria within the quality
of proposal criterion.

Qualifications of the research team Does the proposal have
the appropriate skills and talents on the research teamto get the
work done? 1s the past performance and track record appropriate,
and eval uation of that as part of the job of the review team

The next criterion is policy consistency. 1|s the proposal
consistent with state energy policy? Is it consistent with the
m ssi on and objectives of the progran®

And finally there is a preferences area as part of the
criterion. And this is where the programcould include and
eval uate factors such as whether the research organi zation is
| ocated in California, whether the project is located in
California, other preferences which the programmnmay want to
include in the evaluation of the proposals.

The final chapter in the report in the next slide is on
governance and adm ni stration. The group discussed and proposed a

nane to the programcall ed Energy Research California.



The first itemdiscussed in this chapter is really that the
gover nance mnust be consistent with the objectives. | think
mentioned earlier that there were three objectives that al
addr essed governance and adm ni strati on.

There was di scussion of the functions of Energy Research
California. And I've listed functions there. Policy
impl ementation is certainly one of that. The RD&D program for
public interest needs to be on the sane train going down the sane
tracks as state energy policy; but in addition, the Energy
Research California should have the input to state energy policy
that relates to the m ssion and objectives of the program

Pl anning, that’'s what we’ve been doing here so far, but
di scussed in the report is an annual planning process wth input
from advi sory comm ttees and ot her stakehol ders.

The RD&D funding and guidelines is an inportant function
obviously. ERC, Energy Research California, is primarily an RD&D
fundi ng organi zation, and it does not do RD& itself primarily.
They need, because it is a funding organi zati on, Energy Research
California needs to devel op the appropriate guidelines and funding
mechani sns to neet the needs of RD&D. And that is discussed in
the report.

Anot her function for Energy Research California is | eadership
and coordination. And really there’'s three areas di scussed there.
To use California RD& resources fully, to bring those resources
to bear in the programwhich creates benefits overall to the
program to |leverage federal and other dollars in the program to

coordi nate and col | aborate specifically with a variety of



organi zations, but al so enphasi zed are the other AB 1890 prograns
of renewabl es and end use energy efficiency.

Very clearly this program the RD& program needs to
under stand where the needs are in the nmarket that the energy
efficiency prograns will be addressing through AB 1890 and the
renewabl es prograns will be addressing in AB 1890. So there needs
to be that communication |ink.

In addition, those prograns, as they continue, and if they
continue in the future, needs to understand the RD& that is
com ng out that can be applied to the nmarketplace through those
progr ans.

Techni cal managenent is inportant function. The programwl|
need to prepare solicitations, review proposals, nanage projects,
manage the advi sory groups process that will hopefully be a part
of this program And of course, there’s program adm nistration
that needs to be done, so the contracting, hiring and nor nal
routines as part of a program And an eval uation programis
di scussed, that there should be annual reviews of the program by
an advisory commttee, and, also, a periodic independent
eval uati on.

The advisory and review conmttees are di scussed as generally
here, not detail ed recommendati ons. But the two |evels which are
described is a policy level, which is high | evel executives which
i ncl ude annual reviews of the public interest RD& programto
eval uate whether the programis noving down a path consistent with
its mssion and objectives and al so update the policy for the

programw th recomrendati ons annual | y.



And then another |evel, a technical |evel of review which
can help target the research in the programand create technica
goal s for various aspects or focus areas of the program can help
on an ad hoc basis in review ng proposals to the program and,
al so, reviewing the status of projects as they are conpl et ed.

The i ndependent eval uation process is briefly discussed in
the report. And | think the idea here is to keep the integrity
and reputation of Energy Research California at the highest
possible levels. And a group of independent, independent of
Energy Research California, should evaluate the program
periodically, and | believe there’s a recommendation to have the
first independent eval uation conpleted before July 1, 2001.

So that, | think, summarizes the report.

And the last transparency that | have up is really a schedul e
slide that I'll briefly review The first itemthere is the CPUC
deci sion on the funding split which was done on February 5th. The
second is the collaborative strategic R& plan. Qur |ast neeting
was on March 24, and it was conpl eted on schedul e.

Qur next itemon the schedule is one that the RD& Comm ttee
has recently revised. This was before in June, but we’ ve decided
to bunp up the date. Qur expectation is that there be a
Conm ssion Strategi c RD& pl an adopted on May 14, 1997.

Qur expectation is that the legislative admnistration
expenditure criteria be approved sonetine this sunmer. Hopefully
sooner rather than |later because that will help us in inplenenting
t he program

And as | nentioned earlier and as Comm ssi oner Rohy al |l uded



to there are copies of our internal draft. And | do want to state
that the copies of the |egislation out there are internal.

They’ ve not yet been fully approved by our Conm ssion yet. |
think the Staff, of the copies that are out there, we'd like
parties to ook at that to review that.

And there is a fairly rushed schedule for us to get this
approved, and we’'d |ike your very quick review of the |egislation
with any comments submtted to us by tonorrow if possible. It is
a short piece of |egislation.

And, in fact, if you have any comments on it today, | know
it’s alittle bit short notice for nost all of you, but if you
have any comments on that today, | think it’s appropriate to
nmention them

The strategic level --

MR. TANTON: Excuse nme, Mke. You mght want to nake sure
that fol ks know if they have sort of marginal notations that, you
know, that would be helpful as well. | nean they' Il have to put
themin the formof a formal set of comments.

MR. DeANGELIS: Thank you for that. Yes, I think tinme is
of the essence here.

In addition to the strategic |level policy plan, there's also
will need to be conpleted the operational plans. And | think sone
of that is alluded to in the report that was conpl eted
col | aborati vely.

W expect solicitations to begin in the fall of ‘97 and to
continue into 1998 for this programand inplenentation, but we

would like to get a good junp on it and at |east have a



solicitation out in the fall. And we are hopeful that the initia
contracts will begin to be approved in early 1998 for this
program So that’s a general schedule for inplenmenting this
program and that concludes ny presentation.

PRESIDING COMMISSIONER ROHY: Thank you, M ke.

Comm ssioner, |1'd like to hear other working people fromthe
wor ki ng groups conments. Wuld that be acceptable to you, and
then we’l|l ask questions on the report as a whol e.

COMMISSIONER SHARPLESS: [Nods affirmatively]

PRESIDING COMMISSIONER ROHY: If I can ask the people
who put in blue cards, and I’'Il call your nanes, to have your
comments be brief and not repetitive of previous coments. |If you
agree with what other people have said, say basically you agree
with what's been said. |If you have differences, 1'd |ike to hear
t hose so that we can get through these quickly.

| would rather do it this way and then have a good di scussi on
of that afterwards. So I'd like you to limt your coments to
five mnutes or less here. W have quite a few comentors.

I’d like to start with Al Pak and Stan Sussman from EPRI. |
don’t know which of you is the speaker.

Cone up to the table, please.

W' || have tine for inplenentation later so if you only want
to talk on the strategic plan right now O does Stan have to, is
that a tine issue with you?

MR. PAK: Stan is the one with the tine problem

PRESIDING COMMISSIONER ROHY: Ckay.

MR. PAK: Thank you very nuch for taking us early,



Conmi ssioner. Stan is a new grandfather. | know he appreciates
the small favors of life these days nore. So |I'’msure he joins ne
i n thanking you.

As one of the cats in this process, we add our nmeow to this
strategic plan. W do support it. W are a signatory to it.
There are sone issues that we don’t think are addressed in the
strategic plan, and 1'd like to address five specifically.

There are a nunber of recommendations that we have submtted
inour witten comments. Those constitute the inportant issues
that are still before this Commssion. There are five that 1'd
like to highlight today.

First of all, this Commssion really ought to step forward
and declare itself to be the programadmnistrator. For sone
reason the Staff has been extrenely self-effacing about
identifying the Energy Conmm ssion as being the program
admnistrator. W think it’'s going to be one of the first
guestions the | egislature asks of you with respect to
adm ni strative and expenditure criteria. W is running the
program and who is going to be held accountable for these funds
in the progran?

It is ny understanding and belief that there is virtually
unani nous agreenent anongst the nenbers of the working group that
it ought to be this Comm ssion. So we encourage you, if for no
ot her reason than to assure that the inportant objective of naking
this program consistent with state energy policy, you, as the
devel opers of state energy policy, ought to step forward and run

t he program



Two, operational plan developnent. After |ooking at Mke's
slide on the timng for the devel opnent for the operational plan,
we woul d suggest a nodification to that schedule. W believe that
you ought to do the operational plan expeditiously. There are a
nunber of issues that were deferred to the operational plan, and
these are critical aspects of the admnistrative and expenditure
criteria.

W believe that you ought to do this before you go to
| egi sl ative comm ttee hearings. Conm ssioner More, as he
represented this Conm ssion with respect to the renewabl e resource
program nunerous tinmes was asked by the nmenbers of the Senate
Energy Commttee recently to explain how the decisions concerning
that programis expenditure criteria were devel oped. Frequently
received the deference of the commttee nenbers as he expl ai ned
that in a larger context the Comm ssion had to exercise discretion
in judgnment in draw ng the paraneters and boundari es of that
pr ogr am

| woul d suggest to you that the draft strategic plan you have
in front of you today is just too sparse in the level of detail to
survi ve the kinds of questions that Comm ssioner Moore received
with respect to that program

And as for the R& program we think that you are fully
capabl e and have a good foundati on upon which to devel op that
operational plan in the strategic plan. And we suggest that you
do that as quickly as possible, otherwise you will risk
| egislative intervention. And having invested a good deal of tine

and effort in this process, EPRI would like to see the good work



done by the working group be enbodied in this program And we
feel the only way you can do that is to present in greater detai
the work of the group in your operational plan.

Third, intellectual property rights. One of the critica
gaps and omssions in the draft strategic plan you have in front
of you is there is not one wit about intellectual property rights.

You need to identify for the potential programparticipants
what reservations the state would Iike to nake with respect to the
intellectual property devel oped in this program and what
obligations the participants woul d have with respect to
intellectual property rights.

It is the nost critical aspect of research and devel opnent.
Just as a small indication, intellectual property is the third
| argest section of the California State Bar. It indicates to you
that there is a great deal of interest in what happens to
intellectual property in this state. And | think it’'s going to be
an inportant aspect of this program and you ought to address the
rights and obligations you would reserve for the state and for
participants in this program

Fourth, focus areas. | have addressed this issue previously
in front of the Conmttee. W agree that the focus areas that
were identified by M. DeAngelis are the right ones. However, our
under st andi ng of these focus areas is that they are not to be
excl usive. They should be treated as included, including but not
limted to.

There was an i nformal understandi ng devel oped within the

wor ki ng group that project proposals that fell outside the four



focus areas woul d have to neet a higher hurdle in terns of being
accepted within this program W are confortable with that.

W believe that this Commission, if it agrees to be the
program adm ni strator, wll keep its eyes on devel opi ng benefits
for the State of California. And if you continue that focus, we
think that worthwhile projects that may fall outside these focus
areas will receive their proper due.

W have in the past suggested that electric vehicle research
and research related to grid reliability are the kinds of
i nportant issues that fall outside of the focus areas but which
shoul d receive sone attention fromthis programand sone support
fromthis Commssion. We would reiterate those two areas as
wor t hy agai n.

Fifth, we agree on advisory councils. W agree that you
ought to have advisory councils. EPR enploys a nunber of
advi sory councils providing all kinds of different advice. They
are constructed to neet their specific objectives. But we have
one further recommendation, and that’s that you incl ude
| egislators or key legislative staff on at |east one of your
standi ng advi sory comm tt ees.

The legislature, at least initially, will have a very high
interest in howthis programis admnistered. Including the
| egislator or legislative staff on these advisory commttees wl |
assure that you get a continuous and interactive feedback with the
| egislature. And we think that that can only benefit this program
and convince themthat it’s being run correctly.

Finally, there is a brief nmention of block awards in the



draft strategic plan. And there really isn’t nuch detai
concerning how all of that should be done. This nmay be one of
those things that’s easier to explain by exanple than it is in
concept, so EPRI has been spending a | ot of tine devel oping the
concept or a project proposal that we believe woul d be appropriate
for block awmards. So in the event you go in front of the

| egi sl ature and are questioned about bl ock awards, this nmay be a
good “for instance.”

So we have brought Dr. Stan Sussman, who is the director and
principal scientist in our environment group, to describe for you
the type of proposal we believe woul d be appropriate for bl ock
award. And if we could ask for an additional couple of mnutes,
we coul d have Dr. Sussman go through his exanple.

PRESIDING COMMISSIONER ROHY: Only because he’s a new
gr andf at her.

DR. SUSSMAN: Thank you. | appreciate the opportunity to
address the Comm ssion and to do it in this accel erated schedul e.
| won’'t comment any nore on any of the things Al said, but just to
take off fromthat and di scuss a concept that we’ve been thinking
about as a way to provide quick effective results to this program
which we think is critical for the Conm ssion and the State of
Cal i forni a.

The concept is that the CEC establish a strategic alliance
with leading California energy and research bodies to support its
m ssion of neeting the California goals of a robust econony with a
reliable conpetitive energy supply consistent with environnental

quality.



The purpose of this alliance in a broad sense would be to
pl an, conduct and transfer results of a public interest RD&D
program addressing the highest priority science and technol ogy
needs as defined by the CEC, its Conm ssioners and its Staff.

As a working title we m ght suggest sonmething |ike the
California Center for Energy, Econony and the Environnment directed
by the California Energy Conmssion. It would integrate |eading
California research and energy institutions to provide specific
stat e-specific know edge and tools to address the nost rel evant
energy environnental issues.

W tal k about a center. One mght call it in nodern parlance
a virtual center in that we're not thinking about the building
bui | di ngs or establishing newinstitutions, but rather to use the
concept of a network of integrated resources that exist within the
state that could also call upon resources fromoutside the state,
in fact, international resources, to bear on these critical
problens for the State of California.

It would be able to very rapidly, since it would use nany
existing facilities of various kinds, both admnistrative and
research capabilities, very rapidly address the questions at hand,
and, | think, bring a rapid response to these key issues of a very
hi gh quality.

One of its major features would be that it would be highly
interactive with the Comm ssion itself and with the Conmm ssion
Staff to determne that it was, in fact, addressing problens of
hi ghest inportance. It would be flexible and able to shift

resources, augnment resources and nove things around as needs



change and as new results dictate the new projects.

So that’s in brief the concept, and 1’'d be happy to answer
any questions, comments, if there are; and if not, I'll thank you
very much for your tinme.

PRESIDING COMMISSIONER ROHY: Any conments on these two
speaker s?

COMMISSIONER SHARPLESS: | have a question, recognizing
the tine limts. Thank you

It’s an interesting concept, and perhaps if you have
sonething witten, | don't know that you do, but it would be
hel pful to read the detail.

| guess the question is howwould it be different than what
the Energy Comm ssion is attenpting to do?

DR. SUSSMAN: It would be, | think, quite helpful in
i mpl ementing that by providing a framework of state institutions
that woul d be prepared and dedicated for this function.

W see it that EPRI, of course, could play a role in that
gi ven our experience and ability to conprehensively address a
broad range of issues. But by no nmeans woul d our role be
predom nant or exclusive. W do have the experience of networking
institutions and being able to conduct very rapidly carry out
t hese ki nds of prograns, and we think such a body woul d be of
great help to the Conm ssion, working with the Conm ssion to
acconplish its objectives.

COMMISSIONER SHARPLESS: | guess then the question would
be how would it relate to other conpetitors for this noney?

DR. SUSSMAN: Vell, | haven't really thought about the



details of the inplenentation. And we could discuss that at the
appropriate time. | just want --

COMMISSIONER SHARPLESS: But it would be a competitor? |
meant this wouldn’t be like taking the CEC s m ssion and
obj ectives and then funneling the noney through this CC EEEE
organi zati on who then would be the group that woul d provide the
funding for other interested parties.

MR. PAK: That’ s right.

DR. SUSSMAN: Certainly not the entire program | think
the program should remain, as Al said, within the CEC. | think
this center could carry out a portion of that work if appropriate.

PRESIDING COMMISSIONER ROHY: Renmenber, Stan, there's 70
peopl e behi nd you.

DR. SUSSMAN: I know.

MR. PAK: As long as they’' re behind us.

| think as we’ve scoped out the work that m ght be done
within the center and | ooking at the institutions that m ght be
involved, this turns out to be a relatively, would be a rel atively
smal| part of the annual expenditures associated with the program
It is not intended to be the director of the R&D program

| think at nost we have estinmated somewhere about $5 million
to run the programannually. That woul d, as Stan has i ndicated,
be dependent on the nature of the issues charged to the center.
And t hen dependi ng on what sorts of resources need to be brought
to bear to resolve those issues.

COMMISSIONER SHARPLESS: So it’s a way to bring, what

public research institutions together in a collaborative and focus



the research nore, use the resources better?

DR. SUSSMAN: That’s correct.

COMMISSIONER SHARPLESS: Perhaps in our w | dest
i magi ni ngs cut down on adm nistrative overhead costs?

MR. PAK: Yes.

COMMISSIONER SHARPLESS: Ch, good, we have that on
record.

MR. PAK: Not just public, | should point out it’s not just
public research institutes. W'’re |ooking at a private/public
partnership. There are a nunber of institutions such as ours that
are private that would like to participate in this.

PRESIDING COMMISSIONER ROHY: I think I heard the word
“l everage” behind that sonmewhere, too.

DR. SUSSMAN: Right.

COMMISSIONER SHARPLESS: You do have a witten proposal
then that we could look at? And is this one of the operational
details that you were tal king about in your second issue?

MR. PAK: |’mnot sure that we would call it a proposal
V¢ have a concept that we have in witing, an internal draft that
we’ ve been working on, and we can provide that to the Conm ssion.

PRESIDING COMMISSIONER ROHY: Just for the record, we do
not accept proposals at this tinme. Background information is
accept abl e.

DR. SUSSMAN: W do not have a proposal

MR. PAK: W have background material to provide.

MR. TANTON: But it would be for the operational plan,
right?



MR. PAK: It would help you flush out the details rel ated
to bl ock awards which will be addressed in the operational plan,
yes.

COMMISSIONER SHARPLESS: Right. Thank you.

PRESIDING COMMISSIONER ROHY: Thank you both very nuch.

Ch, I'msorry, M. Tanton has a question.

MR. TANTON: Stan, | have a couple of real quick questions.
You describe the network as being applicable to the environnental
area. Is it exclusive to that, or could the approach be used in
sone of the other focus areas or strategi c or whatever?

DR. SUSSMAN: Certainly. | think what it does is it
provides a strategic sort of conprehensive overviewto all kinds
of areas that would be of interest. Any of the areas that M ke
nmentioned, for exanple, in the summary.

MR. TANTON: Ckay. And, second, I'’mgoing to draw a qui ck
anal ogy to nmake sure | understand how this network m ght operate
to do this kind of research. | assune you're famliar with the
group called d obal Business Network who sort of network different
busi ness entities together depending upon the particular need at a
particular tine. |Is that the kind of thing that you're, | nean is
that a nodel that we mght use to sort of put sone boundaries on
this idea?

DR. SUSSMAN: I"’mnot famliar in great detail, sol'm
going to be a little cautious. | think it does allow one to build
on existing relationships of network within the State of
California to get the maxi mum val ue using existing products using

exi sting people and capabilities to bring to bear quickly and



efficiently resources to solve probl ens.

MR. TANTON: Thank you.

PRESIDING COMMISSIONER ROHY: Thank you both

And unl ess there are nore grandchildren out here, | think
we'd like to restrict future comments to the strategic plan at
this time in the hearing, but | appreciate your input, Stan.

M. Edelstein fromCGR. Good norning.

MR. EDELSTEIN: Good norni ng. Good norning, Conm ssioners
and Staff and coll eagues. GRI appreciates the opportunity to
speak this norning.

"1l restrict ny cooments to the strategic plan itself. W
do have sone inplenentation comments that we can get into |ater,
and we have filed formal comments on the docket.

W al so appreciate being a nmenber of the working group. M ke
wor ked us hard and long, but |I think the overall results are good
and reflect a consensus view GRI supported of the strategic plan
for California public interest energy RD&. We have sone specific
comments on a few of the sections, and I'Il deal with them

First of all, we agree with EPRI that an advi sory body
structure is critical, and it should involve all stakehol ders. |
think this is probably consistent with what Mke has in mnd for
advi sory structure, but we need to deal wth that inalittle bit
nmore detail maybe in the operational phase. But gas and el ectric
industry is part of that, other R&D organi zations, public interest
groups, environnental groups, it’s very critical that the
st akehol ders, and then the potential nmanufacturers in terns of

conmercializing the results at |east at sone | evel be represented



on the advisory group without building in conflict of interest
problenms in that particular structure.

W feel that in terns of the four focus areas we think that
environnental |y preferred advanced generati on was one of the nost
hotly debated topics at the session. W believe that
revol uti onary approaches to power generation, |ike advanced gas
turbines and fuel cells, are very inportant under a public
interest unbrella. And despite the fact that there is private
industry efforts in, for instance, gas turbines, we feel that the
very high risk stuff, the revolutionary inprovenents and the
advanced cycles, really won't be done w thout sone public nonies
to cover that particular area. So we’'re very supportive of that.

In terms of end use efficiency, we're supportive of RD&D in
this area. W believe that a careful bal ance between the
conservation related activities and the efficiency or performance
related activities is very inportant here.

And we feel that on the efficiency side, on the perfornmance
side, not only the efficiency of the end use equi pnent itself, but
the efficiency of the entire systembe taken into account. W
think that's very very inportant. Wiether it’s a house, a whole
house or a whole building or a whole factory, that the entire
systembe viewed in ternms of efficiency. Not just the piece of
end use equi pnent itself.

Wth renewabl es R&D, we support that area. W' re obviously
interested in hybrid systens. For instance, natural gas
renewabl es technol ogy that can be a bridge to a renewabl es future.

W believe natural gas is one of those bridge fuels that can get



us there.

In terms of environmental R&D, we believe that the entire
spectrumof air, land and water quality, as well as safety related
i ssues, should be addressed there. W believe that a full fuel
cycl e approach to environnental benefits and m ssions be
consi dered and used as part of that activity.

W al so support obviously the block grant concept that EPRI
was tal king about that is part of the proposals here. There' s no
reason that the block grant activities can't be conpetitively
solicited |like other activities are conpetitively solicitated. W
think it can use sone of the existing structures in place by
public and private interest R& organi zati ons and cut down on sone
of the admnistrative burden as Comm ssi oner Sharpl ess tal ked
about of having to create new structures to deal with things that
are already being dealt wth.

And, finally, delivering results to the marketplace is a
critical part of this. And sone snmall scal ed denonstration in
commerci alization efforts ought to be a piece of this activity.
Because, after all, if the results don’'t get to the nmarketpl ace,
they’' re not going to provide benefits to anyone. And so certainly
not public interest benefits. So it’s critical that results be
delivered to the nmarketpl ace.

W also believe that it’s critical in the tinme frame that the
| egislature has given the California Energy Comm ssion to dea
with this initially that sone short-term projects be conducted so
results can be brought to the nmarketplace in the tine frane of the

activities here and not just long-termresearch be funded. 1It’s



i mportant to produce a stream of public interest-type benefits.
That concl udes ny comments on the strategic plan itself.
PRESIDING COMMISSIONER ROHY: Very concise. | mssed a

poi nt on your advanced, your, excuse me, advisory boards when you

started that. You had a | ot of people included in there.

MR. EDELSTEIN: Ckay. The advisory structures shoul d
certainly include the gas and electric industries represented in
California, R&D institutions, it needs to include al
st akehol ders, possibly including sone representatives of the
manuf acturing or other commercialization entities that m ght be
bringi ng products to the marketpl ace, and, of course,
environnental groups, public interest groups and ot hers.

PRESIDING COMMISSIONER ROHY: About 70 peopl e.

MR. EDELSTEIN: No, hopefully less than 70. | think, we
found at GRI that groups, that advisory groups on the order of
about 20 to 25 are workable. Any nore than that and it’'s very
very difficult to get input in, you know, one-day tine frane,
let’s say, where people mght be able to sacrifice one day.
Seventy woul d, as we’'ve seen, very difficult to work with.
woul d say much | ess than that.

PRESIDING COMMISSIONER ROHY: Thank you.

MR. ABELSON: Comm ssi oner, just one clarifying question,
if I may, of the w tness.

When you tal k about that broad of spectrum and that sort of
nunber of 25, are you thinking nore in terns of technical advisory
groups for that scope?

MR. EDELSTEIN: That’s a good question, Dave. | think



there are two | evels of groups tal ked about. One is this policy

| evel group, and the other is the technical group. | think on the
techni cal group certainly we tal ked about breaking down into ad
hoc technical subconmmttees, and there you can get specific

t echni cal experti se.

But I was thinking nore in terns of the policy |evel group
that it’s inmportant to, you don’'t have to include everybody from
every sector, but it’s inportant to have representatives at | east
at a certain |evel.

Qur advisory council, and | believe EPR has one al so, kind
of serves as our conscience. And it’s inportant to have policy
| evel people on that that can help you deal with things Iike
sel ection criteria, what is and what isn't a public benefit, and
you need a group that cuts across the spectrumthere that can help
on that stuff, so.

PRESIDING COMMISSIONER ROHY: Comm ssi oner Shar pl ess.

COMMISSIONER SHARPLESS: If I may, I'd like to go to your
| ast point of results being delivered to the marketplace. | know
that’'s a sensitive subject so 1'd like to just get a better feel
for what you nmean by it.

Coul d you just give ne an exanple of sonething that you would
see being funded that woul d, what that would be, how we woul d go
about taking the RD& in assuring delivery to the marketpl ace
t hrough public funding.

MR. EDELSTEIN: Ckay. | can give you a coupl e of
exanpl es.

One is venting guidelines for md-efficiency furnaces. This



is on the gas side, but we’ve done a |lot of research in that area.
It was inportant that the instructions for installing

m d-efficiency furnaces actually be sent out to the installers and
rel eased so that the practices would be put into place. There's
safety issues involved, there are indoor air quality issues

i nvol ved, there’s equi pnent efficiency issues involved. So
getting an entity in place, a partnership with an entity that
could release the results, whether it’s an R& organi zati on or
working with the codes body or sonething, it’s very very

i nportant.

On the hardware side it's formng strategic partnerships with
manuf acturers or commercializers. After a certain point intinme |
think this | everaging that Comm ssioner Rohy tal ked about is very
critical. And GRI has mandatory co-funding requirenents for
i nstance. Beyond product devel opnent initiation we require 20
percent co-funding, and we get into what | think you call the
denonstration phase. W need 40 percent of total dollars fromthe
manuf act urers.

So it’s building a business plan in early. The public
interest entity doesn’t need to fund fifty unit denonstration
projects, hundred unit denonstration projects. That ought to be
left to the private sector. But doing enough to prove the
t echnol ogy and prove technical and commercial feasibility five or
ten units out there and to ensure that whether it’s licensing or
ot her arrangenents were in place that the commercial entity can
carry it forward are very very inportant.

It’s this gray area between the last field test and the ful



scal e manufacturing that a ot of R&D tends to fall over, and it’s
i nportant that we carry through. A report on the shelf isn't
going to do anybody any good. Not the public sector, not the
private sector.

COMMISSIONER SHARPLESS: Do you have any words of w sdom
or have you even thought about how sone of the things that you re
tal ki ng about are market transformation issues, which we’ ve been
talking quite a bit about in the energy efficiency area.

MR. EDELSTEIN: Yes.

COMMISSIONER SHARPLESS: There’s $232 nillion for the
next four years in that arena. Have you given any thought, can
you conceptual i ze how those two things mght bridge together?

MR. EDELSTEIN: Yes. | think on the R& side and the RD&D
strategic plan the issues there you certainly can carry the
project to, and ought to carry the project, to technical
feasibility and being at |east assured that when it becones
commercial that it will, in fact, neet the performance and the
cost requirenents that will be necessary to take it to the
mar ket pl ace.

| think first cost buydowns, for instance, which are an
i nportant part of possibly the second entity you tal ked about that
has the, you know, hundreds of mllions you nentioned, first cost
buydowns can hel p you bridge the gap from produci ng one or two
units a year to 50 or 100 or 1,000 or 10,000 units a year. $So |
think that would be one of the clear distinctions.

First cost buydowns probably shouldn’t be part of an RD&D

program but could, in fact, be part of a programto promnul gate the



technol ogi es |i ke renewabl es, for instance, to enable people to
buy themout there at a conpetitive price on the narketplace, and
it mght need sone subsidies to get themthere. But that woul dn’t
be an appropriate part for RD& for instance.

COMMISSIONER SHARPLESS: Coul d you see an advi sory group
maybe that woul d be connected to both the Energy Efficiency Board
and the RD&D stuff sort of working in tandem sonehow |inking the
two groups together?

MR. EDELSTEIN: | think it’s critical that they be |inked
together, but I wouldn't necessarily see an advisory board that
crosses both --

COMMISSIONER SHARPLESS: Advi sory comm ttee.

MR. EDELSTEIN: Ch, an advisory commttee. | think
probably if on this upper level policy commttee there were
representatives for the RD& group, if there were representatives
of the environnmental and the energy efficiency and the | ow i ncone
custonmer, it’s inportant that we tie these things together, and
the end use efficiency group, that we tie the two of themtogether
very very closely to avoid duplication of effort and to nake sure
there’s a handoff. So maybe early on it’s inportant.

But | don’t know that that couldn’t be done at the policy
| evel, and then the policy level conmttees, and | think a quid
pro quo is inportant that M ke and others be represented on the
other groups as well on their policy |evel groups would help a
| ot.

And then at the |ower technical |evels that the coordination

could occur so in fact there’s a buyoff on the technol ogi es



bef orehand, and the understanding that if it’'s proven technically
the renewabl e side, for instance, would be willing to take the
products the next step of the way, whether it’s first cost buydown
or whatever, so there isn't a, you don’'t have to throw t he product
over the wall, if you wll.

COMMISSIONER SHARPLESS: Thank you.

PRESIDING COMMISSIONER ROHY: Thank you, Ron.

Appreci ate your testinony today.

MR. EDELSTEIN: Thank you, Comm ssi oner.

PRESIDING COMMISSIONER ROHY: Qur next witness is Neil,
is it Raskin?

MR. RASKIN: |"d like to thank you for your tine this
norning, not only to represent CeraFilter Systens, | also
represent our parent conpany which is Foster Weel er Corporation.
W' re a worl dwi de supplier of power boilers. W cane into this a
little late. W were in attendance at the | ast neeting, and we
are pretty nuch in agreenent with the entire strategy that’s
pl aced before us on this.

One of the itens that was discussed at the | ast neeting that
we thought was resol ved, but when we saw the new wite up was this
definition of the fuels that are being used. W thought the word
“clean” was taken out and just left as generic fuels. And in the
new wite up the word “cl ean” has been put back in.

As you can see by that viewgraph there is an abundancy of
fuels that are fired in California here to produce power, and a
| arge quantity of that is what you woul d consider not a cl ean

fuel, which is oil, and there is some coal firing here.



There is a lot of RD& going on with those different types of
fuels as dirty fuels that |I think would be both efficiency hel pful
in California, either doing retrofit on existing units or
repowering, that we would like to have that definition of clean
fuels to include not only just natural gas and renewabl es, but,
al so, oil and coal as possible fuels that could be worked on to
improve the efficiency of units here and al so new processes.

PRESIDING COMMISSIONER ROHY: Excuse ne. Please, go
ahead.

COMMISSIONER SHARPLESS: | was just going to ask Staff to
sort of clarify that issue for us so we know sort of the
reasoni ngs.

MR. DeANGELIS: Vell, | think that we did receive sone
comments during the -- after, they were comments after the final
wor kshop on March 24. And we went and we checked with, | think,
three different notes that were taken during the neeting, and al
three confirned, at |least with those notes, that the term “cl ean”
was not renoved at the neeting. At |least that’'s what we thought.
So that’s why we left the term*“clean fuels” in there

| believe our nenory tells us that some of the parties who
did participate in the workshops were really clear about this
being clean fuels. Now that report did not define what is clean.
That is true. | don’t think there’s a lot of detail on that.

An earlier draft of the report did not have in quotes “clean
fuels,” but had, | believe natural gas fuels. So the earlier
draft, | think, had limted it to natural gas fuels. And that was

changed at a |ater workshop, and | can't recall which ones, to the



term*“clean fuels.”

| think it’s an interesting coment, and perhaps others who
are in the advisory group may want to comment on it as they cone
up al so.

PRESIDING COMMISSIONER ROHY: M. Abelson, | believe,
had a conment on this.

MR. ABELSON: Vell, | did, Comm ssioner, and thank you; but
it was sinply to state what M ke has just said.

There was a change. It was natural gas at one tinme. There
was di scussion about that, and there was sone disconfort wth that
bei ng perhaps too narrow so the word “cl ean fuel s” was put in.

And | believe Mke is right in saying that is not defined
specifically in the report.

MR. TANTON: Is it the view of Staff or other menbers that
“cl ean” means comng out rather than going in? | nean if the fue
cones out clean, it kind of doesn’t matter what formit takes
going in? 1Is that sort of why that change was nade?

MR. DeANGELIS: Vell, | think would Staff, again this is
not an area that we’ve done analysis on this at this point in
time, I think Staff would probably take a systens view on it. Not
just what cones out, but the whole fuel cycle | think.

MR. TANTON: The whol e fuel cycle, okay.

MR. DeANGELIS: Yes, | think we probably woul d.

PRESIDING COMMISSIONER ROHY: Do you have further
coments on that?

COMMISSIONER SHARPLESS: Could | ask then just is there a

definition, even though it’s not defined in report, is there a



definition sonewhere rolling around for clean fuels? And if so,
would it be applied in this context, or is it applied in a context
where you wouldn’t apply it in this context?

In other words, clean fuels has to be defined sort of on a
case- by-case basis as to what you' re tal king about.

MR. DeANGELIS: Vell, | can’t think of a definition right
now that I would apply. |'msure there are a |lot of definitions
out there. W’'d probably want to review that.

COMMISSIONER SHARPLESS: Because | know in statute this
has been kind of a sensitive subject, and | recall that there has
been | egi sl ation where the word “cl ean fuel” has been used, and |
can't renmenber how the debate has ended. Whether or not in the
context of that petroleumfuels were included because it turned
out that they were refornul ated gas, for instance.

Now that seens to be dealing mainly with transportation
i ssues, and you woul d not necessarily apply a definition of clean
fuel in this arena if it was specific to transportation. So I’'m
just trying to tease out where we are on this issue and how this
m ght be appli ed.

MR. DeANGELIS: And quite honestly | don't think we are
very far. W haven't | ooked at what those definitions are and
tried to conpare them

And | think we probably do have a couple options here. W
could try to define it nore clearly, perhaps potentially even in
the Comm ssion strategic level plan, that is an option. Another
way we could go about this is to define it in the solicitations

and perhaps score and rank projects based upon the type of fuel



that i s being proposed.

COMMISSIONER SHARPLESS: WAs there a strong feeling in
t he debate to excl ude petrol eum products and coal ?

MR. DeANGELIS: | believe, and again | can’'t speak for the
parties out there, and that’s why I would like themto coment on
it later on, | believe that there are sone parties who clearly
woul d oppose the inclusion of coal and petrol eumas a clean fuel.
That’s ny belief, but | would |ike to hear fromthemup here
perhaps later on in the coments.

PRESIDING COMMISSIONER ROHY: As we go through the
coments, right.

M/ concern here, also, on this is sone people construe bio
fuel as not clean, which would elimnate a whole area of
renewabl es by putting that in there, and wi thout a definition of
“clean” | think we have sone probl ens.

Let nme try sonething out that people can comment on as a
possibility of elimnating using clean fuels, those three words
entirely, and relying on the logic of the m ssion statenent which
says “environnental ly sound, safe, reliable and affordabl e” which
you folks really put into your mssion statenent to start wth.

| nmean it’s got to be environnentally sound or we don’t do
it. And then rely on the RFPs or whatever to define what
environnental |y sound coul d be or have people, in fact, convince
us that it’s environnentally sound. That’s a triable one.

MR. ABELSON: Comm ssioner, the only other thing I would
add just for your clarification is again given the history of the

evolution of the four areas fromthree areas at one tinme, we



al ways had an area on renewabl es. That’'s never been an issue,
frankly, of any dispute in the group that I’maware of. The core
guestion was whet her or not any research would go into

nonr enewabl e t echnol ogi es.

And one of the comentors earlier today strongly suggested
that’s not only appropriate but highly desirable. And there was
sone considerable give and take in the group about that. But
ultimately the conprom se | anguage that was designed to address
that debate is the one that you have however inperfectly before
you at the nonent.

| amquite confident that in using the word “clean fuels” no
one in the group specifically discussed any statutory definitions,
Comm ssi oner Sharpless, but | don't think that that forecloses
this Commssion as it tries to adopt its own strategic plan, in
effect hearing this witness and other w tnesses, and then, in
effect, making its own nore expansive definition of what’'s
appropriate in that area.

PRESIDING COMMISSIONER ROHY: Thank you.

Tom did you have a question?

MR. TANTON: | just had a quick question for M. Raskin.
M ke indicated that it was his perception that the term “cl ean”
sort of referred to the entirety of the fuel cycle rather than
maybe one aspect of it. |If the Coomttee chose to use a fuel
cycle definition of the word “clean,” would that resol ve your
particul ar concern that you're bringing today?

MR. RASKIN: Yes, it would. | nean we're essentially

| ooki ng at using advanced cycles and RD& and that to use either



coal or oil or other type fuels that would cone out with a clean
end product or clean fuel at the end.

MR. TANTON: And cl ean each and every step al ong the way.

MR. RASKIN: Yes.

MR. TANTON: Ckay.

PRESIDING COMMISSIONER ROHY: Thank you for your
coments, and I'msure we'll hear fromothers as we go through.

M. Spasaro fromthe California Wility Research Council
Frank, have you changed organi zati ons?

MR. SPASARO: | don’t know where |'mat anynore. Mergers
and everything el se.

Good nor ni ng.

PRESIDING COMMISSIONER ROHY: CGood nor ni ng.

MR. SPASARO: My nane is Frank Spasaro. |’ mactually
enpl oyed at Southern California Gas Conpany still as the Director
of Industrial Markets and Technol ogy Devel opnment, but this year |
al so have the dubi ous honor of being the Chairman of the
California Wility Research Council. And I’mhere in that role
today actually representing the utility nmenbers of PG&E, San D ego
Gas, SoCal Edison and Southern California Gas.

MR. TANTON: Did San Diego sell off their electric side? |
just heard you refer to themas San D ego Gas.

MR. SPASARO: San Diego Gas and Electric, I'msorry. | was
bei ng brief, but thanks for noting that.

MR. TANTON: Ckay.

MR. SPASARO: First of all, like, I think, all the other

menbers of the Advisory Commttee, we' re supportive of the plan



and the report, but while there were certainly a | ot of consensus
items in the report, there were also a nunber of controversia
ones. And 1'd like to offer a couple of recomendati ons on
clarification and sonme enhancenents to what’s in the strategic

pl an.

First, is an overview that the coments relate to | everagi ng
the existing utility expertise that we have, adding a fifth focus
area called systemreliability, consolidating oversight of public
i nterest RD&D between Energy Comm ssion and the California Public
Uilities Comm ssion and the further devel opnent of the operation
pl ans.

Regarding the | everaging of utility expertise, certainly the
utilities have had an excellent track record of conducting public
interest RD&D for many years. Wth the rate cap provisions of AB
1890 what | certainly believe are controversial funding guidelines
within AB 1890 and along with the guidelines in the February 5 PUC
decision, | think that’'s created a situation that could result in
a loss of that expertise.

The CURC utility nmenbers believe that regul ated RD& under
these conditions is unlikely to be pursued as a consequence. And
while that conclusion is certainly somewhat controversial, | don't
think that was anybody’s intent when they were drafting up AB 1890
for that situation to occur

The February 5 decision, of course, also offered up several
options on how the electric utilities could pursue that issue, and
one of themwas comng to the Energy Comm ssion and negoti ati ng

sonet hing to conduct public interest RD&D



To facilitate that process, CURC woul d encourage the Energy
Conmi ssion to consider a pre-allocation approach for funding
certain utility RD& projects and prograns which neet the
definition of public interest RD&D

And we certainly think there is a way to do this whereby the
utilities would still be subjected to the sane selection criteria,
reporting requirenments on public interest RD& with oversi ght from
t he Energy Conmi ssi on.

Regardi ng the new focus area, the fifth one, being system
reliability, and that that needs to be added to the report. In
the February 5 PUC report they recognized that California has a
vital interest under the electric industry restructuring not only
to ensure uninterruptable power supply in California but to
maintain the integrity of a truly integrated T& system

In their decision the CPU stated the systemreliability,

i ncludi ng transm ssion RD&D, T&D RD&D, shoul d be considered as
potential candidates for public interest RD&. And CURC woul d
like to see that this is nore fully recognized in the report than
it isright now There's sonme references to reliability, but it’s
not specifically nmentioned as systemreliability.

Regardi ng the issue of the public interest RD& in oversi ght
i ssue, there was approxi mately $700,000 identified in the February
5 decision that both the Wilities Conm ssion and the Energy
Conmi ssi on woul d have oversight for. At $700,000 | just don’t
think that it’s in anybody’s best interests and efficient to
mai ntain that, so we're recommendi ng that that noney be

transferred over to the Energy Comm ssion and that one body manage



This woul d probably require that there be sonme petition to
nodify either filed by the Energy Conmm ssion, CURC, the utilities
or sonme conbi nation thereof, but we think that that would hel p
nove this thing forward

And then finally in the --

MR. TANTON: l"msorry, a petition to nodify the PUC
deci si on?

MR. SPASARO: Yes. The February 5 guidelines on funding

yes.
MR. TANTON: Ri ght, thank you.
MR. SPASARO: And then finally on the devel opnent of
operation plans, we think that all interested stakehol ders shoul d

be a party to that, not just a limted group fromthe Energy
Resource California. W know that that will slow things down
probably, but it probably is in the best interests of getting al
t he stakehol ders involved, and it would m nimze any ot her
problens that m ght cone up. Alleviate any start up issues,
et cetera.

| have an expansion of ny comments in witing. David
Ber okof f, who works for The Gas Conpany, just arrived on his
pl ane, though, so we didn’'t get the information in the back.
W' || have it probably after lunch so there will be a docunent
that goes wth this.

It’s obvious that there are a nunber of stakehol ders and
special interests that are vying for all this public interest

nmoney. What |I'’moffering up, what CURC is offering up here, are



recommendations that we think can be nmade acceptabl e as an
accept abl e conprom se to noving forward with a viable public
interest programin California.

| certainly ook forward to working with the Comm ssion both
inmnm role as SoCal Gas and as the CURC chairman this year to
furthering the operations plan and also the issue that we’ ve
identified before about what the future role of the CURC may be.
W haven’t gotten into any details still on that one. W’'re
trying to convene CURC to try to come up with a proposal on how we
m ght becone sone sort of an advisory council for exanple, but
that has yet to be done, so.

Thank you.

PRESIDING COMMISSIONER ROHY: Thank you, Frank. Are you
t hen suggesting to start inmmediately on workshops for the
operations plan? |Is that your suggestion nunber four on bringing
t he stakeholders into it?

MR. SPASARO: | believe that woul d be the consequence of
trying to get everybody together, yes.

PRESIDING COMMISSIONER ROHY: Ckay.

COMMISSIONER SHARPLESS: |"d Iike to ask a question, yes.

It’s interesting how you have juxtaposed the reliability
issue to the leveraging of the utility expertise, and |I’'d kind of
like to explore howreliability fits with the expertise that you
think mght be lost by the utilities. Could you address that
i ssue for ne?

MR. SPASARO: Vell, | think the conclusion basically is

because when you | ook at the funding caps and you | ook at the



$700, 000 and what the electric utilities would then have to do to
file for a regul ated program that probably won't happen. | don’t
think right now, anyway, that they can, that they' re going to be
able to do that. | nmean and |I think you need to ask each of them
what their positions are on this, but that’s the general
concl usi on.

And, again, | know that's controversial, but that’s basically
where we’'re at right now And | think that that’s a risk what’s
going to happen with those existing utility prograns.

COMMISSIONER SHARPLESS: But aren’t you basically asking
this Conm ssion to sonmehow consi der funding with public noney
activities that are really activities that should fall within the
regul ated funded RD&D?

MR. SPASARO: No, no. | think what I"'msaying is that it’'s
been identified that systemreliability T& is public interest,
and that there is a lot of that kind of research now bei ng done
within the electric utility R& prograns. And all |’ m suggesting
is that there's a way to design a pre-allocation approach to cover
off on all of that and not |ose it.

And it’s not clearly identified in the strategic plan right
now that that kind of research is going to be done. There’s
inferences that it will be done, but it’s not specific in there.
There was a controversial issue during the |ast series of
comm ttees.

COMMISSIONER SHARPLESS: How did the CPUC nake its
deci sion that $700,000 was going to be adequate to fund publicly

funded T&D research?



MR. SPASARO: | really don’t know. | think you're going to
have to probably ask somebody at the Conm ssion.

| think that that was a controversial conclusion, actually.
| think, and |1’ve heard all kinds of reasons, but | don’t know
specifically the answer.

COMMISSIONER SHARPLESS: So your position would be that
there’s a ot of unfunded publicly funded T& that is currently
bei ng done by the utilities that won't be done if, in fact,
there’s only $700,000 to do it.

And you al so feel that based on the way the |anguage is
drafted in the strategic plan that publicly funded T&D, because
it’s currently in the admnistrative purview of CPUC, wouldn’t be
done by the CEC because of the way that the adm nistration has
been split up; is that your position?

MR. SPASARO: | think that’'s a possibility. And what |I'm
offering to avoid that is this approach. And this was inferred by
the February 5th decision by the Wilities Conm ssion.

COMMISSIONER SHARPLESS: Can you give ne sone exanpl es of
T&D publicly funded R&D that will be | ost?

MR. SPASARO: | can’t personally. You |l have to ask the
electric utilities to give you specific. | do not have specifics,
Conmi ssi oner .

COMMISSIONER SHARPLESS: Can you give ne an exanpl e of
what you would intend to have funded at the CECif, in fact,
| anguage was inserted that nade it nore clear that T& publicly
funded research could be done here?

MR. SPASARO: I’mnot sure | can give you specific



exanpl es.

Al I"’moffering here is that there are existing, | think
that can be defined as public interest T&D, existing prograns
that, they’ re being conducted by the electric utilities today,
that fall under the definition when you include systemreliability
in public interest as inferred by the Wilities Conm ssion
February 5th deci sion and sone of the |anguage in AB 1890, that
would fall into that category. And this would address the issue
that was raised in the February 5th deci sion about the electric
utilities going to the Energy Conmi ssion to have the ability to
conduct sone of the public interest RD&D.

COMMISSIONER SHARPLESS: I's the position then of the
utilities that none of the T& that |acks funding is regul ated
funded T&D?

In other words, what |’ masking is how do we separate out
what is regulated and what is public? There’ s obviously an option
here that the utilities could go to the CPUC and ask for sone of
this T& funding through their regul ated rate nmaking process.
They' re saying that it’'s not regulated, that it’'s actually
publicly funded. Wthout exanples |I have no way of determ ning
where we are on that issue.

PRESIDING COMMISSIONER ROHY: May | interject into this
ar gunent .

COMMISSIONER SHARPLESS: Sur e.

PRESIDING COMMISSIONER ROHY: " mjust | ooking through
Judge CGottstein’ s [phonetic] February 5th decision here, and I

believe it’s a draft copy | have so this nmay not be the fina



wor di ng, but the sentence says, “Due to the relatively close range
of the parties’ estimates and their apparent wllingness to agree
to funding levels within that range, we believe that it is
reasonable to adopt the utilities’ 1996 estinmate of $700, 000 for
annual T&D rel ated public interest R& expenditures.”

So apparently, and | don’t have any facts to back this up,
but reading this it says that the utilities nade an estinate that
T&D public interest is $700,000; is that correct?

MR. SPASARO: | understood and | think that |anguage is
still inthe final. But ny understanding was that that was a
m sunder st andi ng of what the utilities were presenting as system
reliability public interest RD&D.

PRESIDING COMMISSIONER ROHY: Oh, | believe there’'s a
di fference perhaps between reliability and T& R&D. But this
specifically doesn’'t say reliability; it says T&D

MR. SPASARO: Then | would think that the nunber would even
be bigger. So that was ny understandi ng.

PRESIDING COMMISSIONER ROHY: Then they go on to break
out how each utility gets to spend it.

MR. TANTON: It would be bigger for systens reliability
than for T&D? |s that what | heard that remark?

MR. SPASARO: | think the other way around, wouldn't it?

MR. TANTON: Systens reliability including things beyond
T&D woul d be | arger?

MR. SPASARO: Probably could go either way then when you
word it that way.

PRESIDING COMMISSIONER ROHY: Any ot her questions?



COMMISSIONER SHARPLESS: | would only say that | think
that this is certainly an inportant issue, and |, for one, do not
have enough facts.

MR. SPASARO: | agree. | think nore facts need to be
pul led together. | think the criteria needs to be established. |

just think this is a mechanismto nove this issue forward by

taking this approach. And, again, | recognize that it’'s
controversial. | know that --
COMMISSIONER SHARPLESS: |"mvery sensitive to the fact

that | don’'t want to put something in the report that sends the
wong signal to fol ks saying that you weren’'t able to sell it at

t he CPUC because, in fact, it is regulated funded T& that you're
now putting a reliability |abel on so cone over to the CEC and
you' Il have a better chance at it. No. |If it is regulated T&D

it should be funded as regul ated T& and not under publicly funded
RD&D at the Energy Conmm ssi on.

And | just think that that ought to be very very clear as one
Comm ssi oner .

MR. SPASARO: | agree. | agree.

COMMISSIONER SHARPLESS: So you know, to ne the issue is
becom ng offiscated by termnology that rings certain bells with
certain people, and | personally don’t like that. That doesn’t
clear up the picture for ne.

MR. SPASARO: | agree with everything you said. |
understand that. And this is certainly, as | point out, a
controversial position, but | think there is a way to craft it

that will meet nost everybody’s needs in a conprom se position to



nmove this thing forward. | really think there is an anount that
is public interest under the systemreliability. If it’'s
regul ated, it should be regul at ed.

The difficulty we have here is that fromthe very origina
report in the groups that we put together there is no bright |line
definition on this. There’'s a lot of overlap. And that
conclusion in and of itself does not help this issue. But if it
is regulated and, | nean, that mght be one of the criteria that
we come up with.

The Commission in that report, though, said that if there
were public interest itens that the utilities could go to the
Energy Conm ssion and negotiate. That was one of the options.
They could al so go back to the Wilities Conm ssion and ask for
nore funding within the rate cap. You know there are a nunber of
issues here to try and resolve. 1It’s not an easy issue.

PRESIDING COMMISSIONER ROHY: Do you have suggested
| anguage in your witten coments?

MR. SPASARO: There are sone. |It’s not all of it. Not all
the details and the criteria, but it’s a starting place for that.

PRESIDING COMMISSIONER ROHY: Conmm ssi oner Laurie, |
bel i eve you had a questi on.

COMMISSIONER LAURIE: Thank you, Conm ssioner Rohy.

| have not been a participant in the discussions up to this
point, and as we nove out of Commttee to the Commssion as a
whole I’'Il be doing ny best to educate nyself with the assistance
of others | amsure, but | amcertainly aware of the issue being

di scussed, however, and | have heard the phrase “reliability wll



be at risk.” And | need to understand that phrase.

None of us want reliability to be at risk, but | need to know
whether, in fact, that is a statenent that sone are uttering; and
if so, | need the support for that statenment and the basis for
that statement. So as we go on, that is an issue and a question
that | certainly will be focusing on.

When you said, and | thought | heard you say “reliability

will be at risk,” first of all let nme clarify did you nmake that
st at enent ?
MR. SPASARO: | may have, but | don't recall exactly where

| was saying it.

MR. TANTON: | think his statenent was that reliability R&
woul d be at risk.

MR. SPASARO: Yeah, | was tal king about the RD&D activities
related to systemreliability.

MR. TANTON: Rather than reliability of the system per se

MR. SPASARO: Correct.

MR. TANTON: Ckay.

COMMISSIONER LAURIE: Ckay. Thank you. That hel ps one.

But, two, reliability will be at risk if what happens?
need the end of the sentence.

MR. SPASARO: Ri ght.

COMMISSIONER LAURIE: Reliability will be at, and |’ m not
putting you, I’mnot attenpting to put you on the spot, |I'mtrying
to educate nyself.

Reliability will be at risk if what happens? Under what

scenari o?



MR. SPASARO: I’ m probably not the best person to be asking
that question to, truthfully. [I’mrepresenting a position on RD&D
systemreliability. | have no electric utility experience per se.
|"ma gas utility person.

COMMISSIONER LAURIE: Thank you, and | appreciate that
response.

But if there are others who are taking the view that
reliability will be at risk, then I, for one, need to know the
sentence that conmes before that and the sentence that comes after
t hat .

Thank you, Conm ssioner Rohy.

MR. TANTON: I"mgetting a little confused, | guess, as
sone of the other questions may hel p nove us down the road. |
guess |’ mconcerned with the use and application of the focus
areas and I'1l use an exanple to illustrate ny difficulty here.

Suppose there was sone R&D bei ng done on a technol ogy. And
it really doesn't matter what the technology is. But if that
t echnol ogy happens to provide benefits to the T& system but that
technol ogy al so provides benefits to the environnent, and that
t echnol ogy al so provides benefits to cost to the ratepayer,
etcetera, etcetera.

The fact that that technol ogy may provide benefits to the T&
systemor to the grid s reliability, is it your viewthat the
strategi c plan woul d exclude that frompublic interest R& unl ess
we include systemreliability as a criteria? O by virtue of the
fact that it provides benefits in the other areas it could be

i ncl uded?



MR. SPASARO: | don’t think the strategic plan would
exclude it, no. And, in fact, | think that sort of also answers
that clean fuel question in ny mnd. Because anything
specifically, if it showed enough value in any of those areas, |
t hought we were devel opi ng a process where we coul d ensure that
t hose things were included. So it would not exclude it, no.

MR. TANTON: Ckay. And the extent to which a technol ogy,
and because there’s no bright Iine between regul ated and
conpetitive and public interest kinds of R&D, is it your position
t hat nost kinds of research that woul d be undertaken include sone
conponents of each?

MR. SPASARO: Absol ut el y.

MR. TANTON: Ckay. So we mght al so encounter the sane
difficulty if we're looking at the area called renewabl es. That
sone R&D undertaken on renewabl es m ght appropriately be
undertaken by the conpetitive market just as sone m ght be
appropriately be undertaken through the private interest R&D

MR. SPASARO: Correct. And | could certainly see people
taking the position that there is sonething that shoul d be done as
conpetitive, but nobody’'s doing it. But if it has enough public
interest benefit, it could be done by the ERC

MR. TANTON: Thank you.

PRESIDING COMMISSIONER ROHY: Thank you for your
conment s.

Ch, excuse ne. |I'msorry, Staff has a question.

MR. ABELSON: Just one quick question during closing.

I n response to Conm ssioner Laurie’s question about the tai



end of the conmment, ny notes indicate that what Frank was stating
was that he believed that it was unlikely that the regul ated
utilities would be pursuing regul ated RD& for T&D under the
options that were available in the PUC deci sion.

And, of course, how you square that with Section 330 of the
Public Wilities Code under AB 1890, Section 330(f), which says
that the delivery of electricity over the transm ssion
distribution systemis currently and will continue to be regul ated
to ensure systemreliability, anong other things, is question
think that you all will have to resolve as you go further on this
i ssue.

PRESIDING COMMISSIONER ROHY: M ke.

MR. DeANGELIS: Yes, just a brief coment.

| think the issue here is not reliability. | think everyone
agrees that reliability is inportant; it’s critical; it's part of
the mssion statenent; and | believe in ny presentation | even
cited an exanpl e about where reliability can and shoul d be
included in the public interest RD& program The fundanent al
issue | think here is who pays for the reliability RD&. | think
that’s the fundanmental issue.

The concern | think that has existed is that there has been
di scussions and proposals | think fromour investor owned
utilities which inply that all of the reliability RD& and al
regul at ed RD&D shoul d be funded by the public interest RD&D
surcharge, 100 percent of it. And | think that was the issue.

And | think that remains an issue, except that I do want to

conment that it was pleasing to hear fromFrank, | think in



response to one of the comrents from Comm ssioner Sharpl ess, that
regul ated RD& woul d be provided here. That there would be

regul ated RD& funding. And | would actually l|ike you to expand

on that if possible that there would be funding of regul ated RD&D.

MR. SPASARO: | don’t renenber saying that, M ke.

[ Laught er]

MR. DeANGELIS: You don’t renenber saying that? Ckay.
Wll, | thought | heard it in response. That’'s why | wanted to
see if you could expand on that a little bit nore.

PRESIDING COMMISSIONER ROHY: In fact ny notes agree
wth --

MR. DeANGELIS: That is the issue. That is the issue is
whet her there is going to be regul ated RD& funded by the utility.

PRESIDING COMMISSIONER ROHY: M/ notes agree w th what
M. Abel son said that regulated RD& is unlikely to be pursued due
to the rate cap is what | wote down.

MR. TANTON: Yeah, but | think M. Spasaro’s coment, if |
recall it correctly, was that if the R&D is regulated, it should
be provided by the regulated entities, not by the public interest
funds. That’'s different than whether it wll necessarily be
pur sued.

MR. SPASARO: Right, which is alittle different than what
M ke thought | said, | think.

PRESIDING COMMISSIONER ROHY: Any ot her comments for M.
Spasaro? Wll, thank you for bringing -- excuse ne, please.

MR. SPASARO: One last comment. It certainly is fun and

entertaining being the CURC chairman this year. That's all |



could say. Look forward to turning it over.

[ Laught er]

MR. TANTON: You got into the cycle such that it would be
primarily electric issues when it was your turn.

MR. SPASARO: Exactly. Very chall engi ng.

Thank you.

PRESIDING COMMISSIONER ROHY: Thank you very nuch.

Ms. Betsy Krieg representing P&E

| didn’t order these blue cards in any specific order. |It’s

as they cane in, so if there is an inplied order here, there is

none.

MS. KRIEG: I sort of wish you d had Edi son go before us.
But good norning. |'mBetsy Krieg with Pacific Gas and El ectric
Conpany.

We have a couple comments we'd |ike to nmake on both the
strategic plan and al so on sort of making sure the programis a
success. W have sone witten comments sonewhere out there, and
we’'ve, | think, each have a comment. W’ ve docketed the comments.

The process of devel oping the strategic plan was | abori ous.
|"mpersonally glad it’s over for this point. The Staff and the
participants, | think, worked very hard to cone to a consenses
docunent, and | think what you're hearing today are comments by
i ndi vidual parties where, although we strove for a consenses
docunent, there were areas where we did not agree. And so, for
exanpl e, sone of the points Frank just nade | wll carry forward
internms of an investor owned utility’ s perspective.

The coupl e points we wanted to nake is one that PGE has been



doing R&D for a long tine. W’ ve been doing it with ratepayer
funding. W believe a |ot of the work we’ ve done has had great
public interest benefits.

What we would like to be sure is that as the CEC designs the
program and you | ook at what you want to fund, you | ook at the
focus areas, we'd like to be sure that at |east over the next
coupl e years as PGEE transitions out of full ratepayer funding for
its electric prograns that there’s sonme way to nmaintain the
continuity of some of the projects we’ve been doi ng which we
bel i eve have sone public interest benefits.

And our approach that we’'re currently thinking of doing is
that once PGXE as a corporation decides what it wants to do with
its R&D programin a restructured electric industry, we think what
we’' d probably want to do is conme to the CEC under the Energy
Research California programand say, here are the projects we have
going on at the nonent, and here are the ones we think have | arge
public interest benefits. Wat do you think?

To the extent that we all agree that work on -- | have a
bl ank, so I don’'t have a good exanple anyway. To the extent we go
through that list, and we all agree that there are a |ot of public
i nterest benefits, then we woul d hope that the CEC could work out
an admnistratively efficient way to | et us have sone noney to do
t hat .

| think you' ve heard |lots of coments earlier in earlier
heari ngs about the CEC s contracting processes, and |’ m not goi ng
to touch those. | wll just say that our conpany has had

unpl easant experiences trying to contract with the CEC. (On the



ot her hand, other peopl e have had unpl easant experiences
contracting with us. Two big groups trying to contract is
difficult, sol will just say I hope we can work sonething out.

The other area is the suggestion that Energy Research
Cal i fornia program shoul d have an enphasis on systemreliability.
A focus area may or may not be needed. In the conversations that
we had in the working group and i n subsequent work that’s gone on,
it seens clear to us that the idea that systemreliability is an
i mportant focus of public interest research at some | evel needs to
be raised a little higher than what it is now

Right nowit’s nmentioned in the strategic energy research
area. W' d like to see that enphasized a little bit nore.

There are certain things in systemreliability that | suspect
will continue to be a regulated function, and we will continue to,
for sone period of tinme, to ask for noney fromthe PUC to fund
that research. But there are a |ot of things that we do that
don't sinply benefit our ratepayers, and, therefore, we are
feeling increasingly awkward asking for noney to do research that
is generally useable throughout the State of California.

An exanple, which may be not a great one, sone of the work
we’ ve done on nodeling the transm ssion system and how to nake it
work nost effectively. That is sonmething that will nowin the
future benefit the |1SO

It’s the sort of work that we’ ve been doing for years. W
have done it with noney coll ected from PGEE rat epayers because we
believe it had good benefits for our ratepayers, but it also

benefitted the State of California.



In the future, things along that line mght be the kind of
project we would cone and say, we think this has public interest
benefits, yes, it has benefits to our ratepayers, but we think the
bul k of the benefits are increasing the state of know edge about
how you do X, Y or Z. So those are the sort of things we'd
probably want to di scuss.

And to get back to one of the questions asked earlier about
shoul dn’t regul ated R&D be funded by regul ated rates as apposed to
the public interest rates; yeah, if it's truly work that’s only
going to benefit your regulated utility, | think we would probably
agree with that.

W do have sone work in our departnment that woul d be very
hard to generalize fromthe PGE systemto say the Edi son system
or the San D ego system that would be, we’'d be highly unlikely to
ask sonebody outside the utility to fund because it’s unique to
our service area.

The question of how much of that work we will do in the
future is an open question. | think it’s unlikely, for exanple,
that PGRE wi Il ask for additional ratepayer funds for R& by the
May 5th deadline the PUC i nposed. May 5 hasn’t cone and gone so |
can’t say it definitively, but | think it’s highly unlikely.

So we are facing a transition in terns of electric R&D
Because PGE&E is a conbined utility, we have a different issue
which is we have sone gas R&D noney that will be comng in at
| east through the end of 1998. So we still have that. W have
sone | ow em ssi on vehicle noney, and we have some un-spent

electric dollars that we'll be using over the next year or two to



figure out where we’re going. But, basically, thereis acliff as
of 01/01/99 in terns, no, 01/01/98, in ternms of electric R&D
f undi ng.

So that’s what | wanted to say about that.

| had one other comment which is the utilities, Edison and
SoCal Gas and P&E have also filed a letter in the docket to
Conmi ssi oner Rohy suggesting that on the environnmental issues you
hold a special forumto try to devel op a research agenda in that
ar ea.

In talking with the environmental researchers at P&E and
SoCal Edi son and el sewhere, there’s a great concern that
environnental research is not well understood, and, therefore, may
be negl ected as you put together a research programfor Energy
Research Cali forni a.

So the suggestion is that as you nove forward and how you
devel op your operational plans and things |ike that, consider
having a special forumand inviting a |ot of state agencies and
others to conme tal k about environnmental issues in California that
m ght need to be especially addressed as we nove into the
restructured energy industry. And don’'t just leave it to those of
us who have been on the Advisory Commttee or who know peopl e who
m ght want to cone because we don’t have good expertise in that
particul ar area necessarily.

PRESIDING COMMISSIONER ROHY: Thank you, Ms. Krieg

M. Sussnman nentioned a type of working group that m ght
address environnental problenms. Have you had that discussion, or

is that a new idea today?



MS. KRIEG: I heard his suggestion for the first tine
t oday.

PRESIDING COMMISSIONER ROHY: One approach, though, to
your last item

MS. KRIEG: It’s an approach.

PRESIDING COMMISSIONER ROHY: Thank you.

MR. TANTON: Bet sy, your suggestion for an environnental
wor kshop you indicated was in a docunent. | assunme that’'s in a
different docunent than M. Quardal abene’s letter of today?

COMMISSIONER SHARPLESS: I[t’s in an April 17 letter.

MR. TANTON: Not the one with the cover letter by M.
CGuar dal abene?

COMMISSIONER SHARPLESS: No, different one.

MR. TANTON: Thank you.

COMMISSIONER SHARPLESS: [f I mght.

PRESIDING COMMISSIONER ROHY: Pl ease.

COMMISSIONER SHARPLESS: [f I mght, two questions,

Bet sy.

The issue of systens reliability, the concern that the way
the focus issues or perhaps the mssion statenent is currently
witten does not enphasize enough the systemreliability concept.
| think that’s the essence of what you' re saying. And that the
Energy Conmm ssion needs to | ook at that and see whether or not it
does, and if it does, what it currently now neans.

To hel p nme through understanding what it neans, do you have a
definition for “systemreliability,” what it mght nean in terns

of RD&D?



MS. KRIEG: | can give you sone exanples, but | can’t think
of a concise definition. But keep in mnd that part of what’'s
happened is that between the tine the PUC constituted advisory
group and the CEC advi sory group got together and produced first
the PUC report and then this strategic plan, the Public Wilities
Commi ssion and the | egislature has drastically changed the way R&D
is funded in the State of California.

P&E at |least went in to the initial discussions believing
that there would be a public interest surcharge in addition to the
exi sting |l evel of regulated R& funding. Because of AB 1890 and
the way the PUC has interpreted that, at |east on the electric
side, that no |longer exists for at |east PGE as of 01/01/98.

W'l have a mllion dollars of electric funding for R& starting
01/01/98. Since we had 31 mllion, and 30 mllion is now going to
cone to you guys.

So we participated in the working groups trying to keep going
in that consensus area while the world had changed.

Qur comments now are saying the world has changed, it’s tine
for the CEC to recognize that just as PGXE is now recogni zi ng that
and trying to cope with what that neans. The other thing that is
obvious is with the establishnment of the | SO and t he power
exchange sone of the R& we woul d have done on systemreliability
totry to keep the transm ssion systemoperating effectively we
woul d no Ionger plan to do in the future because that’s now an | SO
responsibility.

But for us systemreliability includes both keeping the

di stribution systemup and operational and keepi ng the



transm ssion towers naintained even if we don’t operate them And
inthe future the systemw || stay reliable.

The question is: At what cost and is there a better way?
Because that’s all R&D has ever done is offered our conpany better
options, better technol ogies, and said we know you have a system
that works. Here’'s a way, here’s a new technol ogy that m ght be
slightly cheaper, mght be a little bit better.

But don’t msread into at | east our comments that PGEE system
reliability is going to go down drastically if you don’t give us a
little bit of R&D dollars that won't happen.

It’s the systemis good. It will continue to be good. PG&E
will continue to maintain it. W just happen to believe that R&D
can add val ue by providing nore options and little nore
intelligence about how to nmake m nd deci si ons.

COMMISSIONER SHARPLESS: But isn't it true that under
sone of the exanples that you use for systemreliability that
those, in fact, are regul ated funded RD& activities? Things that
deal with the distribution wires that nmake them nore efficient.
Things that deal with the towers that inprove their safety.

MS. KRIEG: Absolutely. By definition all of the T&D
functions are regulated by the PUC. So the distinction we used to
draw in this working group and these advi sory groups was that
t here woul d be regul ated work, regulated R& dollars to support
regul ated functions. There would be conpetitive dollars to do
conpetitive market things, and that there would be a separate poo
of public interest dollars to do those things that had public

interest benefits. Wich we neant in that context a private party



couldn’t benefit from

It’s EMF research, it’s new ways to nonitor air quality from
power plants and cars. | nmean it’s things that there’s no easy
way to make a buck out of, and, therefore, nobody s going to fund
it.

That’ s now begun, | think, to change by definition, and the
use of it is beginning to change as peopl e think about the anount
of noney and what really needs to be done. You ve heard quite a
few comments earlier, and probably you will today, from people who
have new types of generators and things |ike that that need a
l[ittle nore noney to bring it to market. Well, sone of us don't
necessarily personally believe that that’s the best use of public
interest dollars.

It’s not that there’s no benefit to the society. There may
be vast benefits to California. The real question that’'s going to
confront you will be: What’'s the best use of these [imted public
i nterest dollars and woul d anybody else fund it?

But that’s changing as, you know, the world s changi ng and as
our needs are changi ng.

And also, to be clear, it’s not clear to PGE how we’' re goi ng
to proceed in the future so | can't give you a list of here are
the projects we’d like you to fund because we haven't figured out
exactly what we’ |l be doing in the future.

COMMISSIONER SHARPLESS: | just will |eave that issue
al one for awhile.

Could you give nme -- your letter on the environnent was very

interesting to nme, and | just wanted what you re saying here is



that you re currently involved in sone environmental research
i ssues, and you think that we should sponsor a forum and determ ne

where the priorities for continuing environnmental research ought

to be.

| was just curious. Qoviously air quality is one of those
research areas | would think. Wat other environnental, just
broadly environnmental, is it fish and water, |and use, can you

give nme an exanpl e?

MS. KRIEG: That’'s exactly the problemwe’re having. Wen
we talk about it internally at PG&E, we sort of separate it into
air, water, natural resource managenent, but it also covers things
like birds flying into the windmlls at the Altanont. So it’'s
anything that has to do with the environnent. But for P&E nost
of our research has been directed to generation related inpacts,
not water and air quality inpacts there.

But that’s one of the issues the participants and nost of the
advi sory groups know, | think we have pretty good representation
fromenergy efficiency, sone fromrenewabl es, sone from advanced
generation, but just a scattering fromenvironnental. And we al
know enough to set the agenda, and the people, the experts we
asked said, you knowit’'s really confusing. W better get
t oget her and cone to consensus.

So that’s all this letter is nmeant to do is say this is one
area where we really think sone additional input is needed.

COMMISSIONER SHARPLESS: And do you have the nanes of
t hose peopl e that you woul d recomend we i ncl ude?

MS. KRIEG: W talked to a couple people, and there were,



in addition to some of the staff at various utilities, and | don’t
have their names specifically, suggested the departnent has sone
things |ike the Departnent of Fish and Gane where we’ ve done work
with them the Departnment of Conservation, State Water Resources
Board, the Air Resources Board, those are the fol ks who know a | ot
about froma state perspective what they’ ve been | ooking at.

And | think there are a lot of other environmentalists in the
state who could cone. But we could certainly put together a |ist
if that would be hel pful, but we just thought we ought to start
wi th some suggesti ons.

COMMISSIONER SHARPLESS: Thank you.

PRESIDING COMMISSIONER ROHY: Betsy, any other prograns
-- |’ m sonmewhat confused. You recently here in the last few
nonents said you' re not sure what your conpany is going to do in
the next few years, vis-a-vis public interest prograns, but then
earlier in the testinony you said, as we design our progranms we
should maintain the continuity of existing R& prograns.

And | guess I'ma bit confused on whether they' re existing
ones that have continuity or are you referring to, please tell ne
what you' re referring to.

MS. KRIEG: Sorry, | didn't nean to confuse you

In ternms of the long termfuture of PG&E s R&D effort, we're
not sure what that’s going to be. Say three to five years out |
couldn’t tell you today what we m ght be | ooking at, even the
ki nds of things we’d be doing, because we’'re rethinking that. But
bet ween now and the next couple years, we have sone projects that

are ongoi ng that we would |ike some continuity, at |least to be



considered, to try to wap up projects that have been going on for
a year or two that have a couple nore years to go and then we’'d
have sone good results.

W' d hate to | ose sone of that work just because our funding
i s disappearing as of 01/01/98.

PRESIDING COMMISSIONER ROHY: Assum ng we take the
contracting processes off the table for a nmonment, would your
conpany be willing to respond to RFPs for this type of work?

MS. KRIEG: Let ne say that we have done that in the past.

PRESIDING COMMISSIONER ROHY: Caut i ous answer.

MR. TANTON: | have one questi on.

l"mgoing to draw a little hypothetical, and I'd |ike your
reaction toit. W'’ ve heard a |ot of discussion this norning
about systens reliability and the public benefits therein.

Suppose the conpetitive market in renewabl es devel op sone
addi ti onal renewabl e technol ogies that were nore cost conpetitive
than they are today, but those new technol ogi es required sone sort
of gateway or interface with the grid to protect the grid, not to
protect that renewabl e technol ogy. Wat woul d be your view on the
public benefits of that kind of research? Wuld that sort of fal
in the public interest ball park?

MS. KRIEG: Sure. | would say that if the assunption is
there are multiple renewabl e technol ogi es and nultiple vendors,
and soneone believes there’'s a significant market potential, and,
therefore, you can expect |lots of interconnections, then, yes, if
you determ ne that’s not sonething that the renewabl e technol ogy

vendor can or is able to do, then that certainly m ght be a good



use of public interest funds to devel op the protocols or at | east
describe the problemin a way that could then be handed off to
sone vendor to devel op the interconnection agreenent or the

t echnol ogy.

MR. TANTON: So in the early stages it mght be nore public
interest, and in | ater stages when sonebody starts buil ding
hardware that would be called this interface, it would be passed
off to conpetitive market?

MS. KRIEG: In ny viewit’s going to be hard to draw that
i ne between using public funds to do public interest research
where there is general benefit but no specific benefit. | think
you are always going to be pushed to try to give noney to
t echnol ogi es that are somehow going to benefit an individual. And
| think that's the bal ance you |l have to, you re going to have to
make that judgnment. But the public interest dollars should go to
things that are going to generally benefit the public and not
enrich individuals or firnmns.

PRESIDING COMMISSIONER ROHY: M. Abel son.

MR. ABELSON: Just one quick legal clarification on M.
Krieg' s comments.

She seened to suggest, or at least it was ny understandi ng
when | was listening to her, that when AB 1890 was passed and the
CPUC deci si on was rendered that sonehow fundanental assunptions
about regul ated RD& were changed pernmanently. And she gave the
exanpl e of P&E having a $31 mllion budget pre AB 1890, and since
30 mllion was noved into the surcharge that left themw th one

mllion dollars.



What she did not highlight in her comments, but | think it’s
important for this Comm ssion to always be aware of, is that
there’s nothing in AB 1890 that forecl oses P&GE or any of the
other utilities fromseeking and obtaining additional dollars
either fromtheir existing regulated budgets, and the PUC has
invited themto take that option, they have chosen not to so far
to seek an augnentation to that regul ated budget, the CPUC has
invited themto do so, they have chosen not to so far, and within
AB 1890 there is a specific provision that the CPUC coul d enl arge
the surcharge, it’s total amount, from 62-and-a-half mllion to
sone larger anount if it chose to do so. And in the area of
public interest T& if 700,000 i s now sonehow vi ewed as
i nadequate, there is certainly yet that option in addition to the
one that the utilities are suggesting.

So | sinply want to be clear about what the nmechanica
choices are. The policy choices, of course, are another matter.

MS. KRIEG: I would hate to argue with a | awer, but the
one thing that David didn’t nention is there is a restriction in
AB 1890 which is the rate cap. So, and | think we covered those,
those three options. | mean those are good descriptions of what
the options are. They're just not really available to us at the
nmonent .

PRESIDING COMMISSIONER ROHY: Thank you, Betsy.

Appr eci ate your testinony.

W' re going to take a break for lunch. But before we start a

mnute, the first witness will be Bob Judd. Are you willing to be

up right at 1:15. And the second speaker will be Ken Broonme. So



at 1:15 that’s our scheduled return tinme, we will recess until
1:15.

[ Lunch recess]

PRESIDING COMMISSIONER ROHY: I think we have given the
five mnutes. Bob Judd, you’ re next w tness.

MR. JUDD: Thank you, Conm ssioner Rohy, gentlenen. M
nanme i s Bob Judd. [|'ma spokesman for the California Bi omass
Energy Al liance, which is the organization of owners and operators
of 40 bi omass fuel ed power plants here in California.

Before | offer a few specific and general comments, | nust
note that the process as well as the product that the Staff team
has put together on this is truly exenplary. |’ve spent nost of
ny tine in the past few nonths working in the renewabl es group,
and | thought | had seen good work when I saw the end product
there; but | have to say that the work that this group has
devel oped, in which we are a co-signatory but quite honestly not
as nmuch a participant as many of the other nenbers, is certainly
equal in quality to that that the renewabl es group | abored through
to put out. So we have high conplinments for the process and the
product so far with this.

| have relatively few comments to offer, and I wll try to
respect your five-mnute tinme deadline in the sane nmanner that
prior speakers did.

[ Laught er]

PRESIDING COMMISSIONER ROHY: You have a way w th words

MR. JUDD: See if we could get through this. | have a

coupl e of comments specific to the report itself. One dealing



specifically with the advisory and the review commttees that are
nmentioned in there.

W woul d enphasi ze that the range of menbership should
include all interested parties. And in reading the text of the
docunent we have before us we note, for exanple, that the docunent
doesn’'t refer at all to existing renewabl e energy industry or to
electricity generators other than investor owned utilities. |'m
sure it’s just an oversight, but those of us who are in the
non-1 QU generating side would like to offer our participation as
t hi s goes al ong.

In ternms of the options that are nentioned, | won't bel abor
these at all but sinply say in the docunent that ultimtely goes
to the full Conm ssion for approval we encourage that options
tal ki ng about support of public interest R& projects that wll
foster the devel opnent of energy technol ogies also foster the
i npl ement ati on of technol ogi es and al so foster process
i nprovenents as well as technol ogi es thensel ves and servi ces which
have the potential both to reduce costs or to be cost conpetitive.
As | will denonstrate in a nonent, the bionmass industry has a
nunber of types of projects in mnd that will reduce costs and
bring us closer to the market.

| nmust conment on two itens that were brought up earlier.
The first, Conm ssioner Sharpless noted and | would like to
enphasi ze is that there is an interface between the renewabl es
fund and the RD& fund that needs to be carefully thought through.

The renewabl es fund and the renewabl es report that went to

the legislature certainly invests heavily in emerging



t echnol ogi es, which in the eyes of many are equally suitable for
R&D funding. There is a line there, and we are not sure that the
line is clearly marked.

The effect, | think, in the renewabl es fund, which in sone
| arge measure, was neant to support a transition of existing
projects may, in fact, have shortchanged exi sting technol ogies in
order to over fund energing technologies. |If that’s the case, or
if there is this sort of gray area between these two, we’'d ask the
Conmi ssion to keep in mnd that sonme of the energi ng technol ogi es
seeki ng support under the renewabl es programmay in fact neet the
criteria, be nore eligible or equally eligible under this, and
sone clarity has to be brought to that during the process.

Secondly, | would note that the RD& report we woul d
recormend that it be nore explicit inits willingness to support
applied as well as basic research and technol ogy devel opnent. W
won't go so far to say that a certain percentage of the RD& nobney
shoul d be for applied research, but we think that it shoul d be
noted that both deserve recognition and support here.

| would further note that a concept which | had not heard
until this norning is one that, if |I heard it right, that the
bi omass i ndustry and the existing renewabl es industry generally
woul d have significant problens with, and that is a set aside of
pre-approved dollars to the investor owed utilities. That seens
entirely out of keeping with the intent of these funds.

And not to say that the investor owned utilities may not have
ideas that nmerit funding under public interest R&D, but to create

a set aside for themprior to the process of weighing the projects



to occur seens to be entirely inappropriate.

M. Tanton earlier spoke to the use of full fuel cycle
accounting on that. That seens to be an appropriate idea for
further research and di scussion within this group

| would like to close with two comments. One that we need
not address at |length here, but Comm ssioner Rohy indicated
earlier that sone say biofuels are not a clean technology. W’'d
be curious in know ng who says that and on what basis that
j udgenent m ght have been nade by ot her parties.

PRESIDING COMMISSIONER ROHY: I’mnot referring to
anyone in particular. | didn't want anyone to cone to that
concl usi on and excl ude biomass. |t was a backward way of being
positive. | apologize if |'ve --

MR. JUDD: Appreciate the clarification. H1t ne.

Pal pitating there for a mnute.

Conm ssi oner Sharpl ess earlier has been asking parties for
exanpl es of what they nean when they tal k about a need for public
interest RD& funding. | can give you sone exanples out of the
bi omass side. To give you a sense of what we are thinking about
inthis area, we are certainly |ooking at ways to pronote O&M cost
reduction in our industry.

This woul d include research projects on protective coating
t echnol ogi es applicable to conbustion nenbrane tubes and backpass
super heater tubes which will be nore abrasion and corrosion
resistant than current ones. Qher related issues in netallurgy.
In fact, not dissimlar to those that have been di scussed and put

forward in the past by your Energy Technol ogy Advancenent Program



| nproved refractory applications.

Anot her area for us that woul d reduce our cost and provide
environnental benefits is further work perhaps with the university
on mar ket opportunities for the ash that we generate. There is a
hesitancy in the agricultural comunity on the | and spreadi ng of
this ash because they don’t have enough information, and it
provides a barrier to the full use of this.

Thirdly, fuel permtting. Now any tinme one of our bionass
plants would like to use a new fuel, let’s say rice straw, for
i nstance, on a plant by plant basis you have to go through a
process with a local air district for each fuel. It costs us 50
to $150 mllion, and then if you wanted to do it with a plant that
was ten miles away you' d have to spend the sane 50 or $150 million
agai n.

We woul d propose, again with the invol venent of the Air
Resour ces Board and CAPCQOA, a project that could do generic review
of various fuels and within the sane | ab anal ysis predict the
anal ysis of the by product ash that would result fromthe
conbustion of fuels type by type.

| had asked our nenbers for ideas on R& things, and | have a

list, a substantial list, which we need not get into now. There
are other opportunities as well. And I’'ll give you a good
exanpl e.

The Central Valley Air Pollution Control District is very
concerned about particulate matter in the Valley, particularly in
light of new federal proposals. They would Iike to exam ne, with

the hel p of technical experts and growers, the possibility of



cooperative ownership of biomass plants in which the generators of
the material used as fuel are those parties who then buy back the
electric output at wholesale. Kind of a closed | oop system if
you will. Substantially |ower the cost of the electricity from

bi omass fuel plants. But there needs to be a | ook at the inherent
benefits, the offsets and ag burning and all that.

So these are the types of projects, practical projects, that
will lead to cost reduction in the electricity that we generate.
Fuel handling systens are another way to do it. The rice
industry, for exanple, has a huge problemw th rice straw. The
problemthey have with rice strawis it’s too expensive to get it
out of the field. |It’'s about $30 a ton for themto get it out.

If in collaboration with the university equi pnent were
designed that would allow themto renove it faster and much
cheaper, it would solve the air em ssions problemthat conmes from
dealing with this rice straw. It would also provide a fuel at a
| ower cost, therefore, |lower cost of electricity.

So those are the first cuts at the kinds of projects on the
appl i ed technol ogy side, and on the short to m d-range rather than
the | onger range projects that other |arger research organi zations
may put forward. And we would want to sinply be sure in the end
of this devel opnent of the report that these kinds of projects in
our industry and maybe simlar types of projects in the geothernal
and wind side are not ineligible for consideration in a
conpetitive process.

Al inall we find this to be an enornously useful and well

said report. W have very little concern about the quality of the



report or concern about ultimately the end product, but we make
t hese notes for consideration as we go forward.

PRESIDING COMMISSIONER ROHY: Thank you, M. Judd.

MR. JUDD: Yes, sir.

PRESIDING COMMISSIONER ROHY: | have a question. Wen
you say that you and | enphasize applied as well as basic, do you
think the report is biased one way or another the way it’s
witten?

MR. JUDD: | don’t think it's biased, but | don’t think
it’s explicit in recognizing the value of applied research to the
extent that we would like to see it. It seens to have a fee
that, and this is maybe only perceptual on ny part, but that it
may be nore geared for larger nulti-year projects at the expense
of shorter termprojects that will have a nore i medi ate
recognition in the nmarketpl ace.

PRESIDING COMMISSIONER ROHY: And as to your conment on
process inprovenent, | really appreciate your bringing that up.
|"ve spent nost of ny life in industry, and | know how i nport ant
process inprovenent is, sol think it’s a good point.

MR. JUDD: There are, oddly, we have been in touches in
i ndustry wth a conpany we didn’'t know about that had been around
for sonme years and had worked successfully in coal fired plants
and other plants that has a very sophisticated programfor
optim zing boiler efficiency that mght give you two percent, two
and a half percent gain in your boiler efficiency. And that’'s the
ki nd of process inprovenent that we’'re happy to | earn about and

there may be others as well that will help us keep our costs down,



t herefore our prices down as well.

PRESIDING COMMISSIONER ROHY: And ny | ast question on
review commttees | understand your point about including |IPPs and
bi o generators, but | have to ask ny ol d question, how many peopl e
woul d you see on a policy review commttee?

MR. JUDD: I think on the policy review commttee, on the
big commttee separate fromthe working groups, that you coul d ask
t he existing renewabl es industry to nom nate one or not nore than
two parties to represent the various parts of the industry. |
don’t think you need nor do | think they want to, each of the five
or six technol ogies, each to have a person there. | think you
could get a designated representative or two at nost.

PRESIDING COMMISSIONER ROHY: Thank you.

Jan.

COMMISSIONER SHARPLESS: | guess | would only note that
M. Judd did allude to the renewabl es report and the interface
between the energing nonies in that report and the possibility
that sone of the projects that had been di scussed during the
proceedings mght fall wthin, nore appropriately, within the RD&
category. W’ ve had that discussion. 1’ve also had that
di scussion with Dave, Conm ssioner Rohy. W have set up a
definition that | actually think precludes anybody qualifying for
energi ng noney to be in an RD&D category.

It requires that a facility be up and operating at | east one
year. | don't see howthat falls into the RD& category. And so
if M. Judd has any additional exanples, not this afternoon, but

if he would like to provide those in witing, we'd be happy, |



think, to see where he sees those issues falling.

PRESIDING COMMISSIONER ROHY: Thank you

M. Mark Berman fromrepresenting Davis Energy G oup

MR. BERMAN: Thank you, Comm ssioner Rohy. | am Mark
Berman with Davis Energy Group. |'mD rector of Business
Devel opnent for this ten-person engineering firmwhich is focused
on efficient cooling and heating systens.

W have invented and devel oped a nunber of products. W
actually do RD&. And they include, for exanple, residential and
commercial air conditioning systens that don’'t use refrigerants,
and that use about half the energy or less with nore traditional
systens. Sonme of our work has been funded by the Energy
Commi ssi on through the ETAP program

Pl ease consider ny comments to be on behalf of Davis Energy
G oup, but as an exanple of small to medi um sized organi zations
that actually do research devel opnment and denonstration projects.
Unfortunately |I’ve not seen many other small organizations |ike
ours here in this process, but I would hazard a guess as to why.
O ten people in our small firm three are support people, six are
engi neers, there’'s one that m ght be designated as a busi nessnan,
and you’'re |looking at him

Firms such as ours typically cannot afford the tine to
contribute heavily in a process such as this. So consequently, |
woul d suggest that we m ght be considered representative of
hundreds of firns that California is blessed to have in its mdst.
One- and two-people firns, five- and ten-people firns,

twenty-person firns that actually are very creative, very



i nnovative, spew out a wealth of technol ogy and patentabl e
i nventions and are, perhaps, the unsung heroes of the research,
devel opnent and denonstrati on worl d.

The report, the RD& report, as I’'ve read it, talks quite a
bit about bl ock awards and al liances between the Energy Conm ssion
and other |arge research institutes. And | think this is a good
point. This is good to a point is perhaps what | should say.
These kinds of alliances and bl ock awards certainly have a pl ace
in the RD& worl d.

But we have a concern. |If it's over done, and it can easily
be over done, this can add to overhead, and we can see an
increasing fraction of RD& noney being used to adm nister the
program by the Energy Conm ssion and to re-admnister it by the
research institutes that receive these bl ock awards.

The California Energy Comm ssion has been very effective in
our opinion at funding RD&D projects directly. For exanple,

t hrough the ETAP program W would urge the Energy Comm ssion to
retain a majority of RD& funds to be allocated directly to
specific RD& projects. And these should include a significant
share for small and nmediumsized firnms such as ours that put
forward these kinds of proposals and projects.

As | nentioned, these firns are perhaps di sproportionately
responsible for a lot of the creativity that goes on in the world
t oday.

The second thing that we would urge is that you keep the
fundi ng process straightforward, quick and sinple. And | suspect

t hat everybody behind me woul d be behind nme in that conmment.



And finally I would | eave you with this thought, and | would
ask that you keep it in mnd as you design this process. Ask
yoursel ves, if you would, if Thomas Al va Edi son wal ked t hr ough
t hese doors and presented a proposal to do research and sone
devel opnent work and denonstrate a new product, woul d he get
t hrough the process.

Thank you.

PRESIDING COMMISSIONER ROHY: Thank you for your
comments. There's two parts to your |ast question, though. Wuld
he get through it, and would he want to get through it.

[ Laught er]

MR. BERMAN: Yeah, and after he got through it, would he
wal k away wi th support?

PRESIDING COMMISSIONER ROHY: Conm ssi oner.

COMMISSIONER SHARPLESS: Yeah, | had one question.

There was sone criteria that was spelled out, | believe it
was this norning. Mchael, wasn't that in your slide
presentation? | guess | would ask M. -- is it Bernman?

MR. BERMAN: Yes.

COMMISSIONER SHARPLESS: Wiet her or not he saw, first of
all, were you here for that presentation?

MR. BERMAN: No, | was not.

COMMISSIONER SHARPLESS: Oh, dear. | don't know whet her
that paper is out there, isn't it, Mchael?

MR. DeANGELIS: It’s actually in the report. | was nerely
sunmari zing the report, and | can refer you to the pages in the

report where it is in.



COMMISSIONER SHARPLESS: Good. | wanted to ask M.
Berman if based on his conmments if he saw anything in the criteria
that would inhibit mediumto small firms qualifying for the noney,
i.e., the Thonas Jefferson award.

MR. DeANGELIS: The criteria listed on pages 310 and 311
of the working group report.

COMMISSIONER SHARPLESS: | assune since you're listed as
one of the sponsors of the report that you ve had an opportunity
toreviewthis before. But | recognize that there have been
tradeoffs, and so | would like to sort of get your view of how you
see this criteria affecting nediumand small firnms such as yours.

MR. BERMAN: Right. | did have an opportunity to review
the report prior to comng. And | would say that in review ng the
criteria listed, no, | did not see anything that woul d precl ude a
smal|l to nmedium sized entity from proposing a project and
successful |y noving through the process.

O course, fromthis report to a definitive process, there
are a nunber of steps, and the process can cone out sinple and
straightforward or it could be strenuous and convoluted. But, no,
| didn’t see anything intrinsic.

What | did sense, for exanple, |ooking at page 4-3 and 4-4,
fundi ng gui del i nes and nechani sns, what | did sense was that
there’s a healthy recognition, let’s put it this way, and a fair
anount of di scussion about coordinating wth existing
institutions, research institutions, about block awards and that
sort of thing. And | began to look for, well, gosh, where does a

Davis Energy G oup or a Thomas Edison fit into the equation. |Is



there sufficient room

And all |’ msuggesting is that you ask yoursel ves t hat
guestion as the process is pulled together so that other
institutions, which, by the way, we work with on a regul ar basis
utilities and others. They definitely have a place in the world,
and we’ve been fortunate in that they feel we have a place in the
world, too, and we work with themall the tinme. However, they
certainly have nore resources than we, and there are situations,
for the exanple the two products | nentioned where it’s
appropriate for a smaller firmto take the lead and run with a
pr oj ect.

W want to be sure that we’ve got the capability to nmake that
presentation effectively and have enough funds left at your
di scretion after the other larger brethren in the world have taken
their share so that you can say, yeah, that’s a damm good i dea.
Maybe it will work, and maybe it won’t, but, boy, if it does, it’s
going to save us a lot of energy and do a | ot of good for the
peopl e of California.

W want to be sure you' ve got sufficient funds left to
underwite such marvel ous efforts.

COMMISSIONER SHARPLESS: | guess | woul d ask perhaps
Staff if they could coment or react to that coment as to whet her
or not thereis, inthe witing of this report, if there was any
bi as one way or the other.

MR. DeANGELIS: | think Staff believes that there was no
bias intended. And if there is any bias, | think 1'd like to see

it pointed out.



Certainly there was nothing intended, and there’'s fully
recognition of the needs for small businesses and of substanti al
i nnovation and creativity comes out of small businesses that needs
to be a part of the public interest RD& program

COMMISSIONER SHARPLESS: Wul d we be addressing the
concern about sinple straightforward in the operational plan? |Is
that where that cones up, or is that in the protocols for the
request for proposal s? Were does that cone up?

MR. DeANGELIS: Vell, it will be addressed in the
i npl enentation of the programto the operational plans in a nunber
of different areas. | think we have tal ked about contract
streamining briefly. There's a nunber of issues associated with
that, sonme of which are in the legislation; but there are al so
internal issues associated with contract stream ining which we
think affects small businesses significantly.

There also is actual program design questions which wll have
to be answered. The nunber of solicitations, the type of
solicitations, how we focus those solicitations, those are al
questions in the operational plans that we have to address.

COMMISSIONER SHARPLESS: And the advisory commttees wl
be helping in putting sone of those details together?

MR. DeANGELIS: That’ s our initial thoughts, yes

COMMISSIONER SHARPLESS: M. Berman, with your 10- person
firmrepresenting small and nedi um busi nesses t hroughout the
worl d, going to be avail able to provide sone input?

MR. BERMAN: Yes. Yes, the operative word being “sone,

but, yes, absolutely, and thank you.



COMMISSIONER SHARPLESS: Ckay.

MR. TANTON: Per haps you were not here this norning for the
announcenent, but there is an internal working draft of sone
proposed |l egislation to inplenment this provision of 1890. | think
it’s available on the back counter. W’ ve asked for informa
conmentary on that.

There’s a section of that that’s summarizes the sel ection
criteria that Mke just referred to in the strategic plan. You
m ght want to take a particular note of that and nmake sure that
it’s, as we nove forward, it doesn't inadvertently include
sonething that would be to the disbenefit of small firns |ike
your sel ves.

MR. BERMAN: WI1l do.

Thank you.

PRESIDING COMMISSIONER ROHY: Thank you very nuch for
your testinony.

MR. BERMAN: Thank you.

PRESIDING COMMISSIONER ROHY: M. Tod O Connor, Southern
California Edison. Future chair of the CURC

MR. O”CONNOR: "1l take this if drafted, | won't serve
| thank Frank for his skillful stewardship so far this year of
CURC. H s shoes will be hard to fill next year unless he wants to
sign up for another year. Everything’ s up to negotiation, Frank.

Cood afternoon, Vice Chair Rohy and Comm ssi oner Shar pl ess.
Thank you for the opportunity to be here today. M nane is Tod
O Connor. |I’ma Manager in Southern California Edison’s Research

and Technol ogi es Applications Departnment. |'mhere to briefly



sunmari ze Edison’s witten testinony concerning the proposed
public interest RD& strategic plan

First of all, Edison would like to comrend the RD&D
Subconmttee for its role in developing the plan, and in
particular for facilitating the collaborative process which
enabled a variety of public interest RD& stakehol ders to
participate and contribute to the plan’s devel opnent.

W share the Conm ssioners’ recomendations for the fine work
| ed by M ke DeAngelis, Ron Kukul ka, David Abel son and ot her CEC
Staff who were instrunental in acconplishing this task

Edi son’s testinony focuses on two areas discussed in the
pl an. Edi son supports the plan but believes these two areas need
to be devel oped further. One is environnental RD&, and the other
is systemreliability RD&D.

Wth respect to environmental RD&D, | will be brief. W
agree with EPR's approach with respect to it needs to be
di scussed in further detail. |It’'s a collaborative effort. It
| ooks to utilize the proven experience of environnental RD&D
st akehol ders. They have background, and they have worked on
environnental R&D projects that provide public benefits to the
State of California. And we encourage the Conmmttee to at |east
| ook at the issue in greater detail.

W also agree with the letter. GCbviously that was sent under
our signature earlier this nonth. And we al so encourage the
Commttee to initiate a series of workshops or foruns to | ook at
the issues in environnental RD& in greater detail than were

di scussed in the plan. Tine did not allowus to get in greater



detail, but the plan did provide a good basis for discussion.

And in closing on environnmental RD&D, Edison is m ndful of
the strategic plan should preserve the value in environnmental RD&D
currently undertaken, either individually by the utilities or in
col  aboration with each other and other various stakehol ders.

On systemreliability RD&, we recognize up front that
there’s nmuch education to be done as to why this area should be
covered as public interest RD&. W propose that the Commttee
enphasi ze systemreliability RD& throughout this public interest
RD& program Such treatnent is warranted for several reasons.

It cuts across the identified portfolio focus areas. It’'s
paramount to sone of the major areas that were raised in the plan.
Both the legislature in AB 1890 and the PUC have stressed the
i nportance that the public purpose program surcharge be used in
part for systemreliability. In its February 5 decision the CPUC
gave the utilities an option to negotiate with the CEC to conduct
systemreliability as part of public interest RD&D

Restructuring wi |l enphasize custonmer choice. As a result
the state will have a vital interest to ensure that Californians
enj oy an uni nterruptabl e power supply supported by a statew de
fully integrated transm ssion distribution system The nenories
of last August 10 is still very vivid.

Therefore, systemreliability neets the public interest RD&D
definition by, one, enhancing T& systens efficiency, reliability
and capacity, managing | oad capacity of its transm ssion |ines and
substati ons, and increasing usage of power grid assets.

The intended systemreliability RD& beneficiaries are not



just the ratepayers. They' re Californians. And since they
benefit Californians, systemreliability RD& as part of public
interest RD& is consistent with, one, the key governing
principles of the AB 1890 RD& wor ki ng group report that al
public interest RD& i ntended beneficiaries pay.

Edi son recommends that the follow ng objectives for system
reliability RD& be incorporated into the strategic plan:

One, given the anticipated denmand on T&D systens due to
restructuring, a multi-year approach is the nost efficient and
effective way to conduct systemreliability RD&D.

Two, systemreliability RD& prograns shoul d ensure
continuity of existing T& RD&D projects. This would preserve the
val ue of existing collaborative partnerships on in-progress
pr oj ects.

Three, systemreliability RD& funds shoul d be adm ni stered
t hrough a pre-authorized all ocati on nmechani smwhich would be the
nmost cost effective and efficient way for the CEC to supervise
this area. This approach would optimze the utilities’ proven
experience to conduct systemreliability RD& projects, especially
given their denonstrated ability to collaboratively | everage those
f unds.

And finally, systemreliability RD& woul d be subject to
appropriate accountability and revi ew

To neet these objectives Edison is recommendi ng that the CEC
adopt the systemreliability RD& criteria nentioned in the CURC
testinmony earlier this norning. And for the sake of tinme | won't

repeat it.



In conclusion, Edison is grateful for the opportunity to
di scuss these issues with you and willing to continue to work with
you and the Staff in efforts to establish a responsive public
i nterest RD&D program benefitting all Californians.

Thank you for this tinme.

PRESIDING COMMISSIONER ROHY: Thank you, M. O Connor.
| think Comm ssioner Sharpless wants to start with a question. |
see the gleamin her eye.

MR. O”CONNOR: So do I.

COMMISSIONER SHARPLESS: | guess you heard ny earlier
comments to Frank, and, of course, Conm ssioner Laurie who had to
| eave and is not here at this tine, but | think they remain on the
table, and | wanted to give you an opportunity.

They' re fairly straightforward.

MR. O”CONNOR: Sur e.

COMMISSIONER SHARPLESS: And you enphasi ze public
interest. Well, | also think that regulated RD& i s public
interest RD&D. It happens to be regul ated because those two
functions are still nonopolies. Distribution is a nonopoly and
transm ssion is a nonopoly, and, therefore, under those systens,
as they have operated in the past, there is roomfor RD& fundi ng
in both of those areas.

| think the practical reality that has conme up in the
di scussion is were it not perhaps for the caps, the bunp, the
tail, and whatever else we have in the next four years, perhaps
the utilities would be pursuing a different strategy in terns of

the RD& funding for transm ssion and distribution because they



woul d have room perhaps, to go to the CPUC and ask for regul ated
rat epayer RD& for transm ssion and distribution as you have in
t he past.

But putting that aside, and perhaps you can speak to it, the
other issue that | have is recognition that there are |ines that
this collaborative have tal ked about in terns of what’s regul at ed
and what is public and what will be private. And these lines do
cross incircles. W’ ve all seen the charts with the circles.
And so there is a blurring.

And as PGEE nentioned earlier today that as we evolve into a
conpetitive world sone of that that has been done in the regul ated
world m ght be now viewed as public. And | think we’'re going to
have to sort through that issue, and there’s not a | ot of
specificity because we're talking nowin sort of general
theoretical, that’s why | keep asking for exanples.

The CPUC apparently had specifics that they got fromthe
utilities, and the utilities’ specifics identified $700,000 worth
of public interest T& funding. And now the utilities are saying,
no, that’'s not exactly right.

Ckay, be that as it may, | guess one of the issues that
need clarified is if you use words |ike “systemreliability,” is
there a definition for that? Wat does it nean? Wat’s included
init? Wy is it public? 1Is part of systemreliability both
public and regul ated? And how does this Conm ssion differentiate
bet ween the two?

MR. O”CONNOR: Those are very good questions. Those are

guestions that the Conmttee needs a | ot of discussion on.



COMMISSIONER SHARPLESS: | assune the Conrmittee or the
col | aborative actually did discuss that, and they cane up with the
focus areas that they came up with.

MR. O”CONNOR: W did not get into a substantive
di scussion on the nerits of systemreliability because of the tine
frame of other inportant issues that were before the working
gr oup.

If I may, and sone of these questions nmay take sone tinme, but
"Il be glad to answer them And if further clarification is
needed, we’'ll be glad to provide those in witing.

Wth respect to the term*“systemreliability RD&D,” let ne
make it clear the utilities did not invent the phrase. It was
used first in the legislation, AB 1890, it was referenced
explicitly in Section 381(b) and were tal k about the two basic
obj ectives for the public purpose programsurcharge. It would be
used for prograns that ensure systemreliability and provide in
state benefits. That’'s in the |anguage.

The |l egislature used that term | think it would be hel pful
in Commttee's deliberations with the legislature to find out what
they neant by it because that woul d be hel pful.

Nunber two, on February --

COMMISSIONER SHARPLESS: They mi ght say they got the
| anguage fromthe utilities. And then that puts us chasing our
tail.

MR. O”CONNOR: Again it would be, you know, we try to give
our inpression what was neant by legislative intent earlier this

year, and the CPUC had a different interpretation.



| do want to put on the table now, but I'lIl get back to it
later so | won't be rem ss in addressing what was neant by the
$700, 000 that the CPUC reserved for itself on the public interest
RD&D;, but let ne get to that inalittle bit later. 1 don’t want
to leave the table wthout addressing that.

In terns of what does systemreliability RD& neant, neans in
February, in the colloquies by several CPUC Comm ssioners on
February 5 when they issued the decision, President Conlon, and I
quote, stated the follow ng:

“I remai ned concerned over the decision split of the R&
noney between regulated utilities and the Energy Conm ssi on.
want to ensure that the R& that inproves the systemreliability
is adequately funded. As the decision notes, the utility can
request funding for these prograns fromthe Energy Conmm ssion.

“Finally I will note,” again |I’mquoting President Conlon,
“Finally I will note for the record there will be filing a
concurring opinion to the decision that will enphasize ny
disconfort with the split of the R&D between the utilities and the
CEC and suggest changes that could be made through a | egislation
that wll allow for nodification to this decision.”

Conm ssi oner Bilas on the sane day, quote, “But | want to go
on record as urging the California Energy Comm ssion to carefully
consi der requests nade to themby investor owned utilities,
because the investor owned utilities, |I believe, do need a source
of funding for sone of their reliability efforts, and | woul d urge
t he Energy Commi ssion to carefully consider.”

End of quote.



So the term“systemreliability” has been used by the
| egi sl ature and several CPUC Comm ssioners, and again | woul d
suggest that this subcommttee in continuous dialogue with the
CPUC to see how they want to interpret the phrase “system
reliability RD&.” And we’ll be glad to provide any kind of
backup to that kind of effort.

COMMISSIONER SHARPLESS: Ckay. Now the m ssion statenent
uses the language that in order to inprove the quality of life for
California citizens by providing environnental |y sound, safe,
reliable and affordabl e energy services and products that we
conduct and coordi nate public interest energy research. The
mssion clearly states that reliability will be a consideration in
t he deci si ons.

So tell me now your concern why we need to add additi onal
| anguage for systens reliability, as though the focus areas
currently, you could say, also encourage systemreliability.

Every single one of them

MR. O”CONNOR: Agai n -- excuse ne.

COMMISSIONER SHARPLESS: And the debate seens to be that
there’s something m ssing even though energy efficiency is system
reliability; advanced technol ogy, generation technology, is
reliability; renewables is reliability; and there’s a fourth one
that I’mmssing, but | would dare say that it’s probably a
reliability issue, too. So what’'s m ssing?

MR. O”CONNOR: I think what is mssing is --

COMMISSIONER SHARPLESS: Because systens reliability

sounds like an unbrella term



MR. O”CONNOR: Agai n, not know ng specifically directly
what the legislative neant, it was our interpretation or our
understandi ng of systemreliability enconpasses but is not |limted
to those transm ssion and distribution RD& projects, though not
all of them that will provide for a